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ABSTRACT

The aim of this thesis is to analyse whether geddersity on the decision-making
bodies of Spanish listed companies may influeneedécisions made by these bodies.

To achieve this general goal, we propose four §ipeabjectives.

The first aim is to analyse whether gender diversn Audit Committees
(hereinafter AC’s) impacts on the financial repagtiquality, measured in terms of the
type of opinion issued by external auditors inttlaeidit reports. We analyse unqualified
and qualified audit opinions. Moreover, the queéfions are divided into two groups:
(1) errors, non-compliance and the omission of rmition and (2) uncertainties.
Gender diversity is defined as the presence of vowme AC's; the percentage of
women making up AC’s; the number of executive,ifngbnal and independent women
on AC’s; and the number of AC’s chaired by womefteAcontrolling for other audit
report qualifications-related factors, the resuts not show a negative association
between gender diversity on AC’s and the probabdit receiving qualifications with
errors, non-compliance and the omission of inforamatbut we do find a significant
and positive relationship between the number of SAChaired by women and the
likelihood of disclosing qualifications with uncanties, suggesting that having

chairwomen on AC’s would enhance the financial rapg quality.

The second aim of this thesis is to analyse whetlggnder wage gap exists among
boards of directors (hereinafter BD’s) of companlesed on the Madrid Stock

Exchange from 2004 to 2011. We hypothesize thapéneentage of female directors on
5
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BD’s, the presence of female directors on Nomimaaad Compensation Committees,
the presence of well-qualified independent femalectbrs on BD'’s, the sector and the
geographical region have an effect on the gendgevgap. The results show that the
percentage of female directors on BD’s and the ggwgcal region have no effect on

the gender wage gap. On the other hand, the fisdiegort that the presence of women
on the Nomination and Compensation Committee is@g#he gender gap in pay and it
is reduced when the BD includes independent ferdalectors who have gained a

degree and when the company operates in the firmmteeal estate services sector. In
addition, the results demonstrate that the sewiofithe female director decreases the
gender gap in pay, while there is a rise when tmapanies are bigger and the size of
the BD and the return on assets increase. Thuse tbenclusions should encourage

regulatory bodies to adopt forceful rules in oriiemitigate the gender gap in pay.

The third objective is to examine whether gendeeiity on BD’s influences the
voluntary formation of their board sub-committeEsncretely, we hypothesize that the
number of women on BD'’s, the percentage of indepetycexecutive and institutional
female directors on BD’s, the percentage of shhsdd by female directors on BD’s
and the remuneration of female directors on BD’sehan effect on the voluntary
creation of board sub-committees. The results sheatvthe number of women on BD’s
only encourages the voluntary creation of an ExeeutCommission, while the
percentage of independent women on BD'’s incredsewdluntary creation of all or
some of their board sub-committees and the Comenftie Supervision and Control.
The percentage of female executive directors onsBBduces the likelihood of creating
an Executive Committee. Furthermore, the percentdigestitutional female directors
on BD’s reduces the formation of all or some ofirthmard sub-committees. Female
directors on BD’s, who hold shares, exert a positiafluence on the voluntary
formation of an Executive Committee. Finally, théndings reveal that the
compensation of female directors on BD’s does ootribute to the voluntary creation
of all or some of the board sub-committees or te tbrmation of an Executive

Committee and a Committee for Supervision and @bntr

Finally, the fourth objective of this thesis isdtudy the impact of gender diversity
on BD’s on the dividend policy. We hypothesize ttiegt percentage of female directors,

6
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the percentage of independent, institutional anelcetive female directors and the
percentage of shares held by female directors ots BBve an impact on the dividend
payment. Our results show that the percentagensdlfe directors and the percentage of
shares held by female directors on BD’s are paditiassociated with the dividend
payout, while the percentage of institutional feendirectors on BD’s has a negative
impact on the dividend payment. The percentagaadépendent and executive female

directors has no effect on the dividend payout.

The economic effects of the gender diversity in pames have experienced
increased interest in the financial and accountliggiplines in recent years, being
largely the contributions relating to the relatibetween gender diversity and some
aspects of the companies (Erhardt et al., 2003m&dand Ferreira, 2009; Kulich et al.,
2010; Van Pelt, 2013). The introduction of gendeersity to AC’s and BD’s has an
important role in the decision-making bodies of iggh firms. Our evidence supports
Act 3/2007 of 22 March, about equality of genderSpanish decision-making bodies,
which requires Spanish listed firms to achieve adge quota of 40% on BD’s from
2007 to 2015, since AC’s chaired by women increthee likelihood of disclosing
qualifications with uncertainties, gender diversity BD’s has an impact on the gender
gap in pay, board diversity increases the boardcentmittees and women’s presence
on BD’s has an impact on the dividend policy. Imswomen have had to overcome
external and internal barriers to obtain top posgiin firms and exert a great impact on
corporate governance. Nevertheless, the resulis diat there is a limited presence of
female directors in high positions in companiesisaguently, the progress made is still
too slow to meet the government’s 2015 target bieaing a gender quota of 40% on
corporate boards. For this reason, it is recommaad#at stronger government
sanctions combined with more effective equalitynplavithin companies are required
for the quota to be met and it is also necessagotdinue to conduct research about
gender diversity in decision-making bodies, considethat gender diversity affects the

functioning and efficiency of AC’s and BD’s.
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RESUMEN

La idea de esta tesis es analizar si la divergigagiénero en los 6rganos de decision
de las empresas cotizadas espafiolas puede inflla ®ma de decisiones de estos

organos. Para alcanzar este objetivo general, pempos cuatro objetivos especificos.

El primer objetivo es analizar si la diversidadgd#mero en los Comités de Auditoria
(de aqui en adelante, AC’s) tiene un impacto aralaad de la informacion financiera,
medida como el tipo de opinidbn que emiten los awe# externos en los informes de
auditoria. Analizamos los informes de auditoria gosin salvedades. Ademas, las
salvedades estan divididas en dos grupos: (1)estrancumplimiento y omision de
informacion y (2) incertidumbres. La diversidadgénero se define como la presencia
de mujeres en los AC's; el porcentaje de mujerel&mAC’s; el nimero de mujeres
ejecutivas, institucionales e independientes delyAd&l numero de AC’s presididos por
mujeres. Después de controlar otros factores di@inme de auditoria relacionados con
las salvedades, los resultados no muestran un&aeagocnegativa entre la diversidad
en los AC’s y la probabilidad de recibir salvedages errores, incumplimientos y
omision de informacion, pero encontramos una réagiositiva entre el numero de
AC’s presididos por mujeres y la probabilidad deblpar salvedades por
incertidumbres, esto sugiere que tener mujeresdergas en los AC’s mejoraria la

calidad de la informacion financiera.

La segunda idea de esta tesis es analizar si existdrecha salarial por razén de

género en los Consejos de Administracion (en atel&D) de las empresas cotizadas
9
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de la Bolsa de Valores de Madrid desde 2004 a 2NBiéstra hipétesis es que el
porcentaje de mujeres en el BD, la presencia deenmgsmljen el Comité de
Nombramientos y Retribuciones, el nivel de formaadile las mujeres independientes
del BD, el sector y la localizacién geografica &éerun efecto en la brecha salarial por
razon de género. Los resultados muestran que etmtaje de mujeres en el BD y la
zona geogréfica no tienen efecto en la brechaiafaor razén de género. Por otra
parte, los resultados indican que la presencia dgeres en el Comité de
Nombramientos y Retribucidon incrementa la brecharisd por razon de género y esta
se reduce cuando en el BD hay mujeres independigpie han adquirido un grado y
cuando las empresas operan en el sector finaneemmobiliario. Ademas, los
resultados también demuestran que la antigiedé@bdm®mnsejeras disminuye la brecha
salarial por razon de género, mientras que haycmeinento cuando las empresas son
mas grandes y el tamafio del BD y los rendimiento$od activos aumentaRor lo
tanto, estas conclusiones deberian incentivar aiganismos reguladores a adoptar

normativas mas contundentes para mitigar la brealsaial por razon de género.

El tercer objetivo es examinar si la diversidadgdaero en los BD'’s influye en la
formacion voluntaria de Comisiones Delegadas dakejp. Concretamente, nosotros
suponemos que el nimero de mujeres del BD, el p@jeede mujeres independientes,
ejecutivas e institucionales de los BD’s, el potagnde acciones en manos de las
mujeres del BD y la remuneracion de las mujereB8etienen efecto sobre la creaciéon
voluntaria de Comités Delgados. Los resultados traregjue el nimero de mujeres en
los BD’s solo fomenta la creacion voluntaria de @wanision Ejecutiva, mientras que
el porcentaje de mujeres independientes del BDementa la creacion voluntaria de
todas o algunas de las Comisiones Delegadas det¢jooy los Comités de Supervision
y control. El porcentaje de mujeres ejecutivasBIglreduce la probabilidad de crear
una Comision Ejecutiva. Ademas, el porcentaje dgeras institucionales del BD
reduce la formacion de todas o algunas de las Gamess Delegadas del consejo. El
porcentaje de acciones en manos de las mujerddDdejercen una influencia positiva
en la formacién voluntaria de una Comisién EjeauitiPara finalizar, los resultados
revelan que la retribucién de las mujeres del Bxaomtribuye a la creacion voluntaria
de todas o algunas de las Comisiones Delegadaodséjo, ni a la formacion de una
Comision Ejecutiva ni a la creacion de una ComisiérSupervision y Control.

10
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Finalmente, el cuarto objetivo de esta tesis agl@stel impacto de la diversidad de
género en los BD’s y la politica de dividendos. &toss suponemos que el porcentaje
de consejeras, el porcentaje de mujeres indepdadjdnstitucionales y ejecutivas del
BD, y el porcentaje de acciones de las mujere8Delienen un impacto en el pago de
dividendos. Nuestros resultados muestran que eeptaje de mujeres y el porcentaje
de acciones en manos de las mujeres del BD estavao®ente asociado con el pago de
dividendos, mientras que el porcentaje de mujemestucionales del BD tiene un
impacto negativo en el pago de dividendos. El piege de mujeres independientes y

ejecutivas del BD no tiene un efecto en el pagdideendos.

El efecto economico de la diversidad de génerasreinpresas ha incrementado el
interés de la disciplina financiera y contable es Ultimos afios, siendo extensas las
contribuciones obtenidas sobre la relacion entreliVarsidad de género y algunos
aspectos de las empresas (Erhardt et al., 2003né&dad Ferreira, 2009; Kulich et al.,
2010; Van Pelt, 2013). La introduccién de la diigad de género en los AC’'s y BD’s
tiene un papel importante en las 6rganos de dectledas empresas espafiolas. Nuestra
evidencia apoya la Ley 3/2007 de 22 Marzo, sobigualdad de género en los érganos
de decisidon espafoles, que exige a las empredaadas espafiolas alcanzar una cuota
de mujeres del 40% en los BD’s desde 2007 hasta, 3@lque los AC’s presididos por
mujeres incrementan la probabilidad de divulgavestddes con incertidumbres, la
diversidad de género en el BD tiene un impactoaebrecha salarial por razén de
género, la diversidad del consejo incrementa lacide de Comités Delegados y la
presencia de mujeres en los BD’s tiene un impanttéaepolitica de dividendos. En
resumen, las mujeres han tenido que superar bairgesinas y externas para conseguir
altos cargos en las empresas y proporcionar unigmaecto en el gobierno corporativo.
Sin embargo, los resultados muestran que hay mmtadia presencia de mujeres en los
altos cargos de las compafiias, y en consecuensiavhnces son todavia demasiado
lentos para alcanzar una cuota de mujeres del 40%seBD’s. Por esta razon, se
recomiendan fuertes sanciones gubernamentales wadds con mas planes de
igualdad efectivos dentro de las empresas necegaaia conseguir la cuota establecida
y también es necesario continuar investigando aadeda diversidad de género en los
organos de decision, considerando que la diversidagenero afecta al funcionamiento
y la eficiencia de los AC’'s y BD’s.

11
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INTRODUCCION

La investigacion sobre la repercusion de la mujercs 6rganos de decision y
control de las empresas ha incrementado el infgiBbco y académico en los uUltimos
afos(Krishnan y Pearsons, 2008; Ye et al. 2010). Laesgrtacion femenina en la alta
direccion y en los puestos de responsabilidad sler@presas es todavia pequefia en la
mayoria de los paises, aunque este porcentajenengado en Estados Unidos y varios
paises europeos (Catalyst, 2004).

En Espafia han sido diversos los autores que canfireh ligero incremento de
mujeres en el mercado laboral en los ultimos aR@dgoset al., 2006; Del Brio y Del
Brio, 2009, entre otros). Dos razones fundamentadsian explicar la evolucién de la
diversidad de género en el &mbito nacional. La @rénde ellas se refiere a los cambios
politicos que ha sufrido Espafia, tras el paso pardictadura, que han llevado a la
mujer a acceder a puestos de trabajo hasta aheeavados para los hombres. Los
cambios politicos han desatado un cambio cultunallae sociedad, provocando el
reconocimiento de las mujeres en el ambito persgriaboral. Ambos cambios han
favorecido el incremento generalizado de la eddcade las mujeres, impulsandolas en
el contexto socio-laboral, y llevandolas a una peaelencia econémica, que habia sido
obviada durante siglos a la poblacion femenina.uAg gobiernos, como los de
Noruega y Espafia, han regulado la composicién dergéen los BD’s de las empresas
cotizadas implantando un sistema de cuotas. El reamibnto de mujeres en los BD’s
de las empresas ha incrementado la delegacion migofies de responsabilidad y

reconocimiento a las mujeres. La segunda razorefsre a los cambios en materia
17
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legislativa, mas concretamente en derechos y lgyeshan supuesto la igualdad entre
hombres y mujeres. Los cambios politicos sufridog&gpana tras el fin de la dictadura
en 1975 hasta la actualidad han llevado a la putiba de un conjunto de Cdodigos de
Buen Gobierno Corporativo y leyes que recomenddhagualdad de género en el

ambito laboral.

Estos cambios politicos, culturales, y legislatihas ido acompafados por cambios
econdémicos. Los fraudes financieros ocurridos entiliimas décadas tanto a nivel
nacional como internacional junto con la crisis reéguico-financiera mundial han
llevado a las organizaciones a perder la transparesn la gestion empresarial, la

calidad de la informacion financiera y la credibéld de los inversores.

La evidencia previa demuestra que la presencia daijeres en los BD'’s influye en
los resultados empresariales (Adler, 2001; KrishpdPark, 2005), en la politica de
dividendos (Van Pelt, 2013 and Wellalage et alL2¥ en la calidad de la informacion
financiera o en el fomento de buenas practicasocatipas (Burgess y Tharenou, 2002;

Rogelberg y Rumery, 1996), entre otras cuestiones.

La pérdida de la calidad de la informacion finarecigg la credibilidad de los
inversores han sido dos de los principales factques han llevado a las empresas a
demandar mecanismos de control internos y extefBlo§€ddigo Unificado de Buen
Gobierno Corporativo (CUBG, 2006), conocido comaligé Conthe, recomendaba la
constitucion voluntaria de AC’s entre otras comms® Una de las principales
funciones de los AC's es revisar los estados filesos antes de remitirlos al BD. En
2002, se publico la Ley de Medidas de Reforma dge®a Financiero, obligando a las
empresas cotizadas a constituir un AC. Trabajosigge(DeZoort y Salterio, 2001;
Goodwin-Stewart y Kent, 2006) han evidenciado gaeekistencia de los AC’s
favorecia la obtencion de informes de auditoriafales, implicando la publicacion de
informacion financiera de calidad. Respecto a \erdidad de género en los AC'’s, la
evidencia previa revela que la presencia de mugmndss AC'’s redujo la probabilidad
de recibir informes de auditoria con salvedadesn@n et al., 2010) y aumento la

calidad de la informacion financiera (Qi y Tian120).
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Por otra parte, la retribucién de los hombres da siurante décadas superior a la
percibida por las mujeres, originando una breckeriahpor razén de género. Estudios
previos han documentado la existencia de diferensaariales por razon de género
tanto a nivel nacional (Hernandez, 1995; Palac®imon, 2002) como internacional
(Chu Ng, 2004; Cho, 2007). La paulatina incorparacile mujeres a los puestos de
responsabilidad de las empresas les ha permitidiizae trabajos que habian sido
reservados para los hombres durante décadas. 88vhem sido las teorias que han
intentado explicar la brecha salarial por razérgéeero, entre las cuales destacan la
teoria del capital humano (Varela et al., 201Q) gdgregacién ocupacional (De la Rica,
2007).

Entre las recomendaciones principales de los CédigoBuen Gobierno espafoles
se anunciaba la constitucion voluntaria de Comesomelegadas del BD. Las
Comisiones Delegadas han sido modificadas a lolaey las publicaciones de los
Caodigos de Buen Gobierno, siendo ahora las recoadasdpor el CUBG (2006) el
Comité Ejecutivo, el Comité de Nombramientos y Retiones y la Comision de
Estrategia e Inversiones, ademas del AC obligatpdo ley. Ademas, la creacion
voluntaria de Comisiones Delegadas varia en fund&npais y del Coédigo de Buen
Gobierno emitido en cada momento. Muchos estudes &nalizado la creacion
voluntaria de Comités de Nombramiento (Carson, 082 Comité de Retribucion
(Liao y Hsu, 2013) y de los AC’s (Collier y Zama2()05; Pucheta-Martinez y De
Fuentes, 2007). Estudios previos evidencian laid@aexistente entre la presencia de
mujeres en los BD’s y la supervision y control de &ctividades del BD (Adams and
Ferreira, 2009). Otros trabajos empiricos han emadd la relacion existente entre la
presencia de mujeres en el BD y la creacion votintde Comités de Nombramiento
(Ruigrok et al. 2006), de Comités de Retribucidéar{€r et al. 2007) y de Comités de
Auditoria (Kesner, 1988).

La politica de dividendos de las empresas ha rdduos problemas de agencia que
surgen entre propietarios y gerentes mediante dacoédn del flujo de caja libre
disponible de los gerentes (Grossman y Hart, 1988 argumento es apoyado por
autores previos (Easterbrook, 1984; Diez and EsfeP@0l1; Angelo et al., 2004),
quienes han evidenciado que el pago de dividenelsce los costes de agencia. La
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politica de dividendos es considerada como laipaliéconémica y financiera mas
importante para los gestores e inversores, ya deetaaal valor y la capacidad
financiera y economica de la empresa. La evidgmagia ha documentado la relacion
existente entre la politica de dividendos y losseggros independientes (Sharma, 2011;
O’Connor, 2013), los consejeros institucionales giKh2006; Al-Kuwari, 2012), los
consejeros ejecutivos (Maury and Pajuste, 2002; seharmia et al., 2013 y la
diversidad de género en los BD’s (Knyazeva et 2009; Wellalage et al., 2012).
Respecto a esta Ultima linea de investigacion, réssiltados han revelado que la
diversidad de género en los BD’s incrementa el pdgalividendos a los accionistas
(Byoun et al., 2013; Van Pelt, 2013).

Asi pues, el principal objetivo de esta tesis eslizar el efecto que la reciente
incorporacion de las mujeres en los 6rganos desidecy control de las empresas
cotizadas espafiolas tiene en las decisiones goena@ en los mismos. Concretamente,
estudiamos si la diversidad de género en los A@Gftuyie en la calidad de la
informacion financiera que publican las empresadaebrecha salarial que surge entre
directivos y directivas de los BD’s, en la creacittncomisiones delegadas del BD y en
la politica de pago de dividendos. En este sentidcomo veremos a lo largo de la
investigacion, se ha intentado explicar como regerta diversidad de género en los
puestos de responsabilidad en las decisiones eanjates, desde que las empresas
cotizadas espariolas estan obligadas a elaborasliggruel Informe Anual de Gobierno
Corporativo, es decir, desde el aifio 2004.

La muestra utilizada en esta tesis esta compuestéap empresas que cotizan la
bolsa de Madrid desde 2004 hasta 2012. La metoi@dolegpleada para contrastar
empiricamente las hipotesis planteadas que nositparmalcanzar los objetivos
propuestos es una regresion logistica para el pgreétercer capitulo, y una regresion

lineal para el segundo y cuarto.

La tesis esta estructurada en cuatro capitulos ajgementan los objetivos
planteados previamente.
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En el primer capitulo tratamos de alcanzar el printe los objetivos planteados, es
decir, estudiar como la diversidad de género enAles afecta a la calidad de la
informacion financiera. Para ello revisamos trabagmpiricos previos que analizan la
presencia de las mujeres en los AC’s y la calidathdnformacion financiera (lttonen
et al. 2010; Qi y Tian, 2012). Para medir la calidée la informacion financiera
publicada por las empresas utilizamos la opiniértiéanpor los auditores externos en
los informes de auditoria, distinguiendo entre nimfes de auditoria que contienen
salvedades por errores e incumplimiento de priosiginormas contables generalmente
aceptados, inclusive la omisién de informacionpy gtra parte, aquellos que contienen
salvedades por incertidumbres. Varios trabajos ipsetan tenido como principal
objetivo analizar la calidad de la informacion ficgera y la demanda de AC’s en las
organizaciones (Abbott et al, 2003; Turley y Zam2004; Goodwin-Stewart y Kent,
2006). La mayoria de la evidencia empirica se pabh finales del siglo XX y
principios del siglo XXI en paises anglosajones,qu& son los paises pioneros en

Caodigos de Buen Gobierno Corporativo.

La idea principal del segundo capitulo es anal&iagxisten diferencias salariales
entre directivos y directivas de los BD’s de laspegsas cotizadas espafolas, y si
existen, averiguar qué factores podrian explicafasa ello, presentamos las teorias
que explican la existencia de la brecha salarialragpon de género y realizamos una
revision de la normativa mas relevante en cuartoexjuidad de género en el ambito
nacional. Los estudios previos sobre diferencidariafes por razéon de género se
realizaron mayoritariamente en paises de hablasaglpaises de Europa del este y
algunos paises asiaticos. Sin embargo, la estassura espafiola puede deberse a que
los informes anuales que presentaban las empresalnian las remuneraciones de
los consejeros hasta 2003, cuando se publico laleéjransparencia de las Sociedades
Cotizadas (Ley 26/2003), que junto a la Comisidridlzal del Mercado de Valores
(CNMV), obligaron a las empresas a publicar elrsalde los consejeros. Este capitulo
adquiere especial relevancia en el ambito empedsgé que gran parte de la literatura
previa centra su analisis en las Encuestas Europedsstructura Salarial (EEES),
mientras que este trabajo utiliza los datos prapoacios por los Informes de Gobierno
Corporativo publicado por las empresas, y tambiémue hay escasos trabajos que
traten de estudiar la brecha salarial por razégedero en el ambito del BD.
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En el tercer capitulo de la tesis analizamos giivarsidad de género en el BD
contribuye a la creacion voluntaria de Comisione¢eBadas del mismo. Para ello, se
realiza una revision de las recomendaciones efgatu@&n los Codigos de Buen
Gobierno espafoles sobre la constitucion volun@eiaomisiones delegadas del BD.
Ademas, realizamos una exhaustiva revision de joaharevios que estudian si los
BD’s de las organizaciones crean voluntariamenteisiones delegadas. Por otra parte,
también revisamos los escasos trabajos empiri@sogrcentrados en la relacion que
se pone de manifiesto entre la presencia de mwgeresBD y la creacion voluntaria de
comisiones delegadas del mismo. La investigaciompigra previa basada en la
constitucion de Comisiones Delegadas ha tenido rlug@sicamente en paises
anglosajones, y la mayoria de ellos no han tenidouenta el impacto de la diversidad

de género en la creacion voluntaria de Comitésdaelias.

El propésito del cuarto y ultimo capitulo de laigetoctoral es realizar un analisis de
la asociacion existente entre la presencia de emien el BD y la politica de pago de
dividendos establecida por las empresas. Parahdtops llevado a cabo una revision
de aquellos trabajos empiricos que documentabefeeto de la politica de dividendos
en las organizaciones, concretamente en la reduc®dos problemas de agencia, y
aquellos que estudian la relacion entre la divatsde género en el BD y la politica de
pago de dividendos. Apoyandonos en la evidencigigpteemos planteado un conjunto
de hipétesis para alcanzar el objetivo propuests. éstudios previos basados en la
repercusion de la politica de dividendos en lasammaciones han sido realizados
mayoritariamente en paises no europeos. Sin emblaagoque destacar que han sido
pocos los estudios que han examinado la relacidsteexe entre la politica de

dividendos y la diversidad de género en los BD'’s.
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CHAPTER 1

GENDER DIVERSITY IN AUDIT COMMITTEES
AND FINANCIAL REPORTING QUALITY

1.1. INTRODUCTION

Recent corporate governance literature has ackugetethat gender diversity may
affect the functioning and efficiency of corpordieards and committees (see e.g.,
Erhardt et al., 2003; Huse and Solberg, 2006; Adants Ferreira, 2009; Huse et al.,
2009; Nielsen and Huse, 2010 and Rose, 2007). cémsexplain why one of the most
relevant issues currently facing the shareholdetsraanagers of modern firms, mass
media, politicians and legislators, among othexrgiender diversity within the corporate
governance system. Given the emphasis on gendersdivas a part of good corporate
governance, the relationship between gender diyessid financial reporting quality

deserves both theoretical and empirical examination

The aim of this study is to contribute to the gnogviiterature on the role of women
in corporate governance and, more concretely, ereffectiveness of AC in terms of
the enhancement of financial information qualitypaBish firms have voluntarily
improved their committees (Garcia, 2010), amongntiiee AC. According to Leuz et
al. (2003), earnings management is more intenseuntries like Spain with weak legal

protection for investors, where insiders and ewagd shareholders enjoy large private
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control benefits. As a result, financial reportiqgality could be severely damaged by
accounting manipulation practices, especially imntoes such as Spain where the
litigation risk is low. In this sense, Sierra et €&012) have shown that AC’s reduce
earnings management in Spanish firms, which enlsaficancial reporting quality.

Consistent with this idea is the necessity to eraxgelthe creation of active AC’s. Thus,
we analyse whether gender diversity in AC’s inflces the quality of the financial

information reported by companies listed on the Mh&tock Exchange, measured in

terms of the type of opinion issued by externalitausl in their audit reports.

An AC may influence the issued audit report in tmays. Firstly, the existence of an
AC may reduce the likelihood of receiving qualitioas for errors or non-compliance,
since it can put pressure on management to aceepuditor's proposed adjustments
(see Pucheta-Martinez and de Fuentes, 2007; Qdexda-and Sanchez-Ballesta, 2009).
Thus, the AC could have an effective role in redgahe probability of a qualified audit
report or at least the frequency of qualificatioM&reover, McMullen (1996) observed
that AC’s ask questions of both auditors and mamage as part of their oversight
function and may thereby reduce the risk of malt@nieors in financial statements by
providing an information flow between the BD’s, extal auditors, internal auditors
and company management. Secondly, the AC may dffedssuance of qualifications
concerning uncertainties. The auditor may acquiéscmanagement demands for an
unqualified opinion, in which case they would irt#duan uncertainty (Carcello and
Neal, 2000). In this regard, the effectivenes$efAC would lead to greater disclosure.

The wake of financial scandals in the last decaake drawn sharp criticism of the
quality of financial information and the credibylibf the financial system in general,
among others. Examples of these scandals inclua#dAh 2003 in the Netherlands;
Enron in 2001 in the US and Afinsa-Forum Filatélinc2006 in Spain. Meanwhile, a
series of regulations and corporate governancenmemmdations have been issued at
both the national and the international level ireffort to mitigate the problem. Among
these regulations, the publication of Codes of Gaie Good Governance (CGGs) can
be highlighted. Numerous countries, including Spaewve shown an interest in CGGs
(an extensive analysis of the most important CG&she found in Ferruz et al., 2010).
AC’s play an important role as a mechanism of cae governance (Turley and
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Zaman, 2004). One of the main functions of AC’soiseview the financial statements
before they are sent to the BD (CUBG, 2006). Initeatd the AC should supervise the
internal audit function of the firm and have im@ort functions in terms of risk
management (CUBG, 2006). In Spain, the Financiate®y Reform Act of 2002 (Law
44/2002, of 22 November) required that listed ficnsate AC’s.

The findings from our study contribute to the extéiterature in several ways.
Firstly, our research shows that AC’s chaired bynga are positively associated with
the disclosure of qualifications with uncertaintissiggesting an enhancement of the
quality of financial information. The evidence wewde is important as it reinforces
the belief that some aspects of gender diversitg itorporate governance system is
likely to be useful for creating value to stakeleklsuch as financial information users
or shareholders, by improving the reliability afdincial reporting. These results suggest
that women in AC’s have an impact on the qualityrndbrmation when they are in a
position to exert significant influence. Secondhg findings of this paper suggest that
the historical background of Spain could, to soxter®, have influenced these results.
Spain is a society that is different from otheristes since it was branded by the
experience of the Franco dictatorship, which lagtech 1939 until 1975. The Franco
regime’s ideology was fiercely traditionalist, waewomen had no access to senior
positions in the hierarchy, and were engaging imumahwork and domestic family life.
With the end of the dictatorship and the advent@iocracy, this traditional, male-
dominated society gave way to a more liberatedrdidd has allowed women to climb
to the highest positions of professional life. Mltigh the legal, political, social and
cultural changes in Spain in recent years haveugifdincreased gender diversity in
senior management positions (CUBG, 2006; Effedigeality Act, Basic Law 3/2007,
of 22 March), it seems that too short a time has@a to reach a definitive conclusion.
Finally, our study contributes to the literature oorporate governance and gender

diversity.

Additionally, this study is especially relevantaaountry like Spain, as the empirical
evidence that is currently available focuses largel the Anglo-Saxon world, where
the situation is relatively different from Spairhé business context in which Spanish-
listed firms operate is characterised by less dpesl capital markets (as is the case in
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most continental European countries), significamb@rship concentration, lower levels
of protection for minority investors, stronger prse of majority shareholders who are
ideally placed to guide managers’ work and a systewhich firms are obliged to raise

funds in the form of bank borrowings. Thus, thesstiiutional, legal and corporate

governance features that make Spain so differemh fthe situation in Anglo-Saxon

countries (including the US), which embody the eatg in which discussions on

gender diversity in AC’s exist, may affect the A@8Hiciency and its impact on audit

reports. Therefore, this investigation may provit®wy insights into the association
between gender diversity in corporate governanstesys, and AC’s in particular, and

auditor reporting behaviour in the Spanish settwalgich highlights the importance of

studying this relationship.

The structure of this paper is as follows: thisadtiction is followed by a review of
the existing literature and development of the hiypses we wish to test. The third
section describes the methodology and samplesindbd study and the fourth section
shows the results obtained. In the final sectiom,dscuss our conclusions and explain
the limitations inherent to this study, while a¢ thame time pointing to possible future

lines of research.

1.2. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

1.2.1. Literature Review

Like previous research (Carter et al., 2003; Agailet al., 2008), this study draws on
agency theory to examine the link between gendearsity on AC’s and the quality of
financial information. The separation of managenfemtn ownership in the modern
corporation provides an ideal context for the openaof agency theory. This theory
describes the relationship between a principal. (hgreholder and other stakeholders
such as users of financial information or blockleotd and the agent of the principal
(e.g. directors and managers), often considerimgctbsts of resolving conflicts and
aligning interests across groups. Problems arisause of the separation of ownership
from management and the resulting inability of tdveners to observe the actions of

management (Jensen and Meckling, 1976). Owners inaeatives to demand control
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devices to reduce the agency costs associatednMattmation asymmetry (Jensen and
Meckling, 1976; Fama and Jensen, 1983). Demandamf@mitoring may result in
external audits (Chow, 1982; Anderson et al., 1988 formation of AC’s (Pincus et
al., 1989; Menon and Williams, 1994) and the pwlan of the risk-related
information of the firms as a communication strgtég reduce agency costs and to
enhance corporate reputation (Oliveira et al., 20a8ong other solutions. The use of
AC’s can be considered an important part of thasitmt control system for internal
monitoring by a BD (Fama, 1980; Fama and Jense83)1® common assumption in
agency theory is that outside directors would actependently from their inside
director counterparts and would act as good manitmrshareholders’ interests.

AC’s and the quality of financial information habeen the subject of numerous
studies. The wave of financial scandals that haeaimwed in recent years has led to the
mandatory requirement for AC’s in listed compani€se presence of AC’s in listed
companies is key to the eradication of bad accogngiractice. Numerous empirical
studies, including Beasley et al. (2000), Carceli@ Neal (2000), Deli and Gillan
(2000), DeZoort and Salterio (2001), Abbott et(2D03), Goodwin-Stewart and Kent
(2006), Turley and Zaman (2007) and Baxter andeC¢009), have shown that the
existence of an AC favours the preparation of faoman reports containing less
accounting errors and, therefore, enhances thetyaeald credibility of the financial

information presented.

On the one hand, the composition of the AC’s ismaportant factor to assure the
integrity and credibility of financial statemenihus, the members of AC’s should also
be drawn from outside the management of the firsningerests may exist that could
favour the needs of internal members (Beasley, 1Rf#6n, 2002; Ruiz-Barbadillo and
Biedma, 2003; Karamanou and Vafeas, 2005; Peasnell, 2005; Yang and Krishnan,
2005; Ruiz-Barbadillo et al., 2007). On the othemdh the appropriate academic
qualifications and professional experience of tlemiers of AC’s are a key component
to improving the quality of financial informatiobéZoort, 1998; Abbott et al., 2003;
Al-Mudhaki and Joshi, 2004; Goodwin-Stewart and &006; Chan and Li, 2008). A
further key aspect is the activity of the AC. Frequmeetings between AC members
imply greater control over management, which woirtprove the likelihood that
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accounting irregularities would be detected (Beasl®©96; Abbott et al., 2000; Al-
Mudhaki and Joshi, 2004; Turley and Zaman, 20B4neta-analysis of AC’s has been
performed by Pomeroy and Thornton (2008) and Hissmd Bollen (2009).

One other aspect of corporate governance charstaterihat has received growing
attention is the issue of gender diversity in toanagement (Carrasco and Laffarga,
2007). Research suggests that women play a significole in enhancing board
effectiveness. Previous findings have shown thé&igesmpact of women’s presence in
company boards on improving the quality of finahardormation or fostering good
corporate practice (Rogelberg and Rumery, 1996¢g&s and Tharenou, 2002).

1.2.2. Hypotheses

Women’'s Presence in Audit Committees

Given the importance that women have attained mcaliure and society in recent
decades, we need to know whether the presencermewon AC’s might improve the
quality of financial information, measured in termfthe type of opinion that firms
receive in their audit reports. According to Ittaret al. (2010), the presence of women
on boards reduced the likelihood that the finanicitdrmation presented by companies
had errors. Furthermore, Huse and Solberg (20@@xted that their presence improved
the efficacy and functioning of the BD.

Authors like Ruegger and King (1992) and Khazar(@895) have suggested that
women are more ethically-minded than men and atterbable to identify unethical
conduct. Johnson and Powell (1994), Powell and Ar{d4997), Jianakoplos and
Bernasek (1998), Byrnes et al. (1999) and Watsah Robinson (2003) found that
female directors are more risk-averse in decisi@king and more conservative than
men. The conservatism and risk-aversion of femalag also have implications for the
integrity of the financial reporting process. Fosidand Sassalos (2000) indicated that
women tend to have higher expectations regardieg tlesponsibilities as directors,
which may induce them to expend more effort onrthasks. Similarly, Huse and
Solberg (2006) showed that women in corporate Isoard better prepared for board
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meetings than men; thus, female representation img@yove board behaviour and

effectiveness.

Based on the recent corporate governance literétuge Adams and Ferreira, 2009;
Huse et al., 2009), we presume that female reptats@m may improve the monitoring
activities of the AC and enhance financial rep@tquality as a result. Consequently,
gender diversity may improve the efficiency of cmaite boards and committees simply
because female representatives, in general, arsurpebly highly competent and
hardworking (Ittonen et al., 2010). In this sene,and Tian (2012) reported that
female directors in AC’s reduce earnings manageménth would suggest an increase
in financial reporting quality. Heminway (2007) asgl that women are more
trustworthy than men, and would therefore be lekslyl to manipulate corporate
financial and other disclosures. Nielsen and Hu&@&lQ@) illustrated that women'’s
presence on a BD reduces the conflicts betweenntembers of the board, thus
promoting best practices in the company, and Sdiaway (2011) showed that
women’s presence on a board increased the supemwas$ithe financial information of

the company.

In sum, previous literature seems to support theonothat women’s presence
positively impacts on corporate governance bodidserefore, we predict that the
presence of women in AC’s may have a positive é&ftet the quality of financial
information, because women are now fully integrategd the world of business in a
wide range of roles (as politicians, shareholdersmmunity leaders, important
consumers and business professionals), and if @ésAnade up of people of different
genders with different skills, experience and cdj@s, it would contain a greater

variety of outlooks, opinions and values.

Hence, women would be keen to ensure that firmslym® error-free financial
statements and to comply with accounting standdh@seby increasing the likelihood
that the audit reports received would be unqualifi&Meanwhile, if the financial
statements are subject to uncertainties, womendralsb ensure that managers do not
seek to pressure auditors into issuing a cleani@pimstead of a qualified opinion
(McMullen, 1996; Carcello and Neal, 2000). Previoesearch associates have qualified
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audit reports with stock prices declines (Jone86).difficulty in raising debt capital
(Firth, 1980) and a perception by management thafualified audit report may
precipitate the company’s failure (i.e. the selfifing-prophecy effect) (Mutchler,
1984). According to this finding, management magistea qualified audit report

(Mutchler, 1984). The hypothesis we wish to testhen, as follows:

Hypothesis 1: The presence of women in AC’s willease the quality of
financial information, reducing the receipt of qifi@d audit reports with errors, non-
compliance with generally accepted accounting pples or the omission of
information, and increasing the disclosure of gfiatl audit reports with uncertainties

compared to the absence of women in AC’s.

Percentage of Women in Audit Committees

Based on our judgment, the members of AC’s shoubdige specialist knowledge
and enhance control over accounting processes iaaacfal statements, and the
committee members should seek to prevent the pedsmn of fraudulent financial
information. Gul et al. (2008) found that, as thenber of women increased in BD’s,
the quality of the financial information improvededause the supervision of the
financial statements were enhanced. Schwartz-Z041P and Abbott et al. (2012)
reported that a greater number of women on thedbowmreased the supervision of
financial information and the behaviour of the mbarembers. Other studies have also
shown that women are more sensitive to corporatelseesponsibility issues than men
(e.g. Kedia and Kuntz, 1981; Wang and Coffey, 1892tiams, 2003; Webb, 2004).

This evidence supports the view that a greatergm¢age of women in AC’s can
improve the quality of financial information. Thuse predict that the likelihood that a
company will receive audit reports containing dfieditions relating to errors, non-
compliance or the omission of information will dease as the percentage of women on
the AC increases, and the probability that commsamiél disclose more audit reports
containing uncertainties qualifications will inceeabecause women are better able to
identify unethical conduct than men, as mentioneava. Hence, we will also test the
following hypothesis:
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Hypothesis 2: Firms whose AC’s include a greatercestage of women will
exhibit a higher quality of financial informatioreducing the receipt of qualified audit
reports with errors, non-compliance with generadlgcepted accounting principles or
the omission of information, and increasing thecltisure of qualified audit reports

with uncertainties compared to firms whose AC’sehfewer female members.

Number of Executive Women in Audit Committees

Similar to the Spanish Corporate Governance Repoith as the Olivencia Report
(1998), Aldama Report (2003), CUBG (2006) and theadiiliry Report (1992)
recommends that AC’s should be made up exclusioklutside directors to maintain
independence from the management. Outside diregtorease internal controls and
good corporate governance. Nevertheless, most Spaompanies do not follow this
recommendation and their AC’s are made up by erkexdirectors (Sierra et al., 2012).

Previous research has shown that executive diedtorAC’s would control the
decision-making process of the company’s top mamage, resulting in less objective
decisions. In this sense, Gilson (1990), Kaplamle(1990), Shivdasami (1993) and
Yermack (1996), among others, reported that exeeutlirectors provide only a
restricted amount of information to non-executiveectors in order to prevent
stakeholders from getting all the information. Téh@minance of executive directors
results in weak control mechanisms within the managnt structure. A firm’s
executives may have incentives to manipulate egsnin order to maximise its value
and/or their own wealth at the expense of sharehnsldsee e.g. Holthausen, 1990;
Christie and Zimmerman, 1994; Beneish, 2001). Adicgly, it is extensively
recognised that the quality of financial reportimgry depend on managerial motives
and characteristics, and moreover, that the oppsrtuof the firm’s executives tends to
reduce earnings quality. Likewise, Fudenberg amdldi(1995) argued that managers
have incentives to manage earnings for their jaturgély. Carcello and Neal (2003)
reported that when an affiliated director is aldedominate the AC, management can
often pressure the auditor into issuing an ungedlifeport despite ongoing issues and
may even go so far as to dismiss its auditor fémsiag to change an opinion with

qualifications.
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However, as mentioned in the first hypothesis,as flong been acknowledged in
cognitive psychology and management literature #ighificant gender differences
exist, for example in conservatism, risk aversermsd ethical behaviour (see e.g.
Powell and Ansic, 1997; Jianakoplos and Bernase88;1Byrnes et al., 1999; Schubert,
2006), which may influence the quality of financr@porting. Consistent with this
literature, Bernardi and Arnold (1997) and Qi andnT(2012) have noted that female
executive directors in AC’s may be more consereathan male executive directors in
AC’s, and therefore, may also have a higher serisettocal concern than male-

dominated AC's.

Peni and Vahamaa (2010) provided evidence that leei@&Os (Chief Financial
Officers) (executive) engage in less earnings mama&gt than male CFOs. These
results are consistent with the findings reportgedleiger and North (2006), Jiang et al.
(2008) and Matsunaga and Yeung (2008), among otlerggesting that female

executives provide better financial reporting quyali

Thus, we presume that executive women and executme may act and behave
somewhat differently, and that the gender-basei@rdifices in cognitive functioning,
decision making and conservatism may have impoitaptications for the quality of
financial reporting. Therefore, we predict thatlas number of executive women in the
AC’s increase, the probability of receiving erron®n-compliance or the omission of
information qualifications will be reduced and titeelihood of disclosing more audit

reports with uncertainties will increase. Hence wiletest the following hypothesis:

Hypothesis 3: Firms whose AC'’s include a greatemhar of executive women
members will have higher quality of financial infoation, reducing the receipt of
qualified audit reports with errors, non-compliana#h generally accepted accounting
principles or the omission of information, and ieasing the disclosure of qualified
audit reports with uncertainties compared to firmsose AC’s have a smaller number

of executive female members.
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Number of Institutional Women in Audit Committees

According to CUBG (2006), non-executive membershinitSpanish AC’s can be
classified as institutional directors and independ#rectors. Institutional directors sit
on the AC by their condition of shareholder or b&ing a large shareholder (CUBG,
2006) and can sit personally on the AC by mearssrepresentative.

Given institutional shareholder incentives to suser managerial actions, a positive
influence of institutional directors on the qualdlinformation would be expected. We
believe that because earnings information is ingmarfor business valuation purposes,
institutional directors would demand high qualiyarmation and exert more influence
than other committee members. This is becausetutistial owners, as a group,
command large amounts of capital that are profasfiiomanaged and employed in the
equity markets. Using this capital, institutionalrers can exert influence by buying
and selling large blocks of a firm's securitiesd &y holding voting rights that can be

directly employed to influence the decisions of aggment (Kane and Velury, 2004).

Chung et al. (2002), Rajgopal et al. (2002) andpdirn and Gleason (2007)
suggested that institutional directors serve asitoi®) mitigating earnings management
behaviour. Along the same line, some authors hawed that the higher the proportion
of non-executive board members, the lower the pmiiba of accounting fraud
(Beasley, 1996; Xie et al., 2003; Peasnell e2805). Ramalingegowda and Yu (2012)
also noted that higher ownership by institutioret thre likely to monitor managers is
associated with more conservative financial repgrtiand Ljungqvist et al. (2007)
supported the hypothesis that the presence ofutistial investors provides incentives
for analysts to publish unbiased or less biasedareh Klein (2002) also found a
significantly negative association between abnorawdruals and the percentage of
outside directors on the AC. Similarly, Garcia-Osara Gill de Albornoz (2007)
showed that the main role in constraining earnimggagement in Spain is played by
institutional directors. Hsu and Wu (2010) foundhttithe greater the number of
institutional directors on the board and AC, the&do the probability of corporate

failure.

35



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

According to previous research, when AC’s are magdeof a high number of
institutional directors, they are more likely to beore effective at protecting the
credibility of the firm’s financial reporting sincthey are also external directors and
independent of management (Pucheta-Martinez arfeudetes, 2007). In this case, it
would also be more difficult for management noataept the adjustments proposed by
auditors (McMullen and Raghunandan, 1996; Song\Wdiiram, 2004). Furthermore,
institutional directors, given that they are indegent of management, are more likely
to mitigate any management pressure on auditorgssdoe a clean opinion when

uncertainties are warranted (McMullen, 1996).

On the whole, prior evidence supports the view thatitutional women in AC’s
may have an effect on financial reporting qualifjus, we hypothesise that a higher
number of institutional female directors in the A@l increase the likelihood that the
qguality of financial statements would be better toolted, while the likelihood of
receiving qualified audit report with errors, noonwpliance or the omission of
information would decreases, and the probabilitgistlosing a qualified audit report

with uncertainties would increase. Hence, we et tthe following hypothesis:

Hypothesis 4: Firms whose AC’s include a greatemhbar of institutional
female members will have a higher quality of firahimformation, reducing the receipt
of qualified audit reports with errors, non-compi@ with generally accepted
accounting principles or the omission of informati@nd increasing the disclosure of
qualified audit reports with uncertainties compartedirms whose AC’s have a smaller

number of institutional female members.

Number of Independent Women in Audit Committees

The presence of independent members in AC’s isyaf&etor to ensuring that the
AC will perform its control functions clearly andrgeisely. A number of studies,
including the ones by Abbott et al. (2000), Cawelhd Neal (2000), Deli and Gillan
(2000), Felo et al. (2003), Karamanou and Vafe®&9%®, Pucheta-Martinez and De
Fuentes (2007) and Bédard and Gendron (2010), $lawen that a higher number of
independent members in AC’s enhances the qualitghef information that firms

36



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

disclose, as the AC’s independent members would si&ps to ensure that the firm
prepares its financial statements in accordancé wénerally accepted accounting
principles. Meanwhile, Ruiz-Barbadillo and Biedma (2003) foutidt larger firms

incorporated independent members into their AG\&mtheir control needs. Song and
Windram (2004) concluded that independent memberaG’s contributed to better

quality in a firm’s financial reports. Vafeas anda@gelein (2007) reported that AC’s
with independent members were positively associatgkd higher audit fees, as the
firms sought enhanced reliability and credibilityn itheir published financial

information. Carcello and Neal (2003) showed thiah$ were more likely to receive
unqualified audit reports where the AC’s membergewmdependent and closely

supervised the managers’ work in preparing thenfired statements.

Overall, previous research supports the idea tltmnhtimber of independent women
in AC’s may have an impact on the quality of fin@hanformation, therefore, we
predict that the more independent female memben® tare in the AC, the lower the
likelihood that the audit reports received wouldtadn qualifications relating to errors,
non-compliance or the omission of information, @he greater the likelihood that the
firm would disclose uncertainties through the awejgort. Hence, we may formulate the

following hypothesis:

Hypothesis 5: Firms whose AC’s include a greatemhar of independent
female members will have a higher quality in tHeaancial information, reducing the
receipt of qualified audit reports with errors, neompliance with generally accepted
accounting principles or the omission of informati@and increasing the disclosure of
qualified audit reports with uncertainties compartedirms whose AC’s have a smaller

number of independent female members.
Audit Committees Chaired by Women
For many years, women have had a negligible presencorporate decision making
bodies. However, the political, social and cultuchbnges that have taken place in

recent years have increased gender diversity iitipas of responsibility. Over the last
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decade, women have acquired a relevant role invtrgplace, as better education has
increasingly allowed them to opt for the top job®rganisations.

According to Krishnan and Parsons (2008), earnmgdity is positively associated
with gender diversity in senior management posstiddchwartz-Ziv (2011) showed that
boards of directors chaired by women exercised tgreaupervision of financial
information than boards that were chaired by memetal. (2010) reported that boards

chaired by women do not exhibit earnings quality.

In general terms, previous research supports tliemthat AC’s chaired by women
may improve the quality of financial informationhds, this evidence leads us to predict
that if a woman chairs the AC, she would exercisaigr control over management and
would be quicker to detect opportunistic behaviaan if the AC was chaired by a
man (Ruegger and King, 1992; Khazanchi, 1995). dfoee, an AC chaired by a
woman would reduce the likelihood of receiving audports that contain qualifications
in relation to errors, non-compliance or the onwissof information, and it would
increase the likelihood that the firm would diséogncertainties in audit reports.
Hence, we propose the following hypothesis:

Hypothesis 6: Firms in which the AC is chaired bywaman will have a higher
quality of financial information, reducing the repe of qualified audit reports with
errors, non-compliance with generally accepted atmg principles or the omission
of information, and increasing the disclosure ofalified audit reports with
uncertainties compared to firms whose AC is chalrgé man.

1.3. METHODOLOGY AND SAMPLE

1.3.1. Methodology

We shall use the following logistic regression mode empirically test the
hypotheses proposed:
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1A= Bo + BIMCAy + B%MCA; + B;NMECA+ B,NMDCA;, + BsNMICA;« +BsMPRES:
+ B/NRCA + BeAC'SIZE+ BOPINAUDIt + B10LOSS: + P1aLEVi + B1,TAMEMPR;, +
B]_gB'GFOURt + B]_4|NSOWNit + BwOWNCONt + B16F|RMAGEit +Zj Qi F|R|V|j + Uit

where the dependent variable'lfakes a value of 1 if the audit report contains
qualifications, and O if otherwise. Some other papave used audit opinion as a proxy
for financial reporting quality (Bartov et al., 2B0Carcello and Neal, 2000; Chen et al.,
2001; Butler et al., 2004; Sanchez-Ballesta ancci@avieca, 2005; Pucheta-Martinez
and de Fuentes, 2007; Farihna and Viana, 2009)aM¢esplit the dependent variable
into two to create Model 1 and Model 2. In ModeltHe dependent variable 1A takes a
value of 1 if the audit report contains qualificeus related to errors and non-
compliance with generally accepted accounting jplas, including omission of
information, and O if otherwise. In Model 2, thepdadent variable IA takes a value of

1 if the audit report contains uncertainties, anfdddherwise.

Table 1 presents the independent and control asdhcluded in the models, and

their expected signs.
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TABLE 1

Variables Description

Variable Description Model 1 * Model 2 **
Expected Sign Expected Sign

INDEPENDENT VARIABLES

MCA Dummy value (1=presence of women in the AC; 0= - +
otherwise)
%MCA Total number of women in the AC/Total numbér o - +
members in the AC
NMECA Total number of executive women in the AC - +
NMDCA Total number of institutional women in theCA - +
NMICA Total number of independent women in the AC - +
MPRES Dummy value (1= AC has a chairwoman; 0= - +
otherwise)
CONTROL VARIABLES
NRCA Number of AC meetings per year - -
ACSIZE Total number of members in the AC +/- +/-
OPINAUD Dummy value (1=if the firm received the sam + +
qualification in the prior and the current year; 0=
otherwise)
LOSS Dummy value (1=if the company reported a inss + +
the prior year; 0= otherwise)
LEV Total debt/ Total assets + +
TAMEMPR Log of total assets (in thousands of Euros) +/- +/-
BIGFOUR Dummy value (1=Big Four; 0= otherwise) + +

INSOWN  Proportion of shares held by the management - -

OWNCON Percentage of shares held by large sharehold - -

FIRMAGE Log of the difference between setting-upnpany +/- +/-
and observation year

* Model 1: The dependent variable refers to quadifions for errors, non-compliance and omission of
information.
** Model 2: The dependent variable refers to quedifions for uncertainties.

1.3.1.1. Independent Variables

Presence of Women in Audit Committees
This variable, denoted by “MCA”, is calculated aslammy variable that takes a
value of 1 if women are present in the AC, and d@tlierwise. MCA is expected to have
a negative sign in Model 1 (i.e. the presence omew in AC’s will reduce the
likelihood that the firms will receive audit repsrtontaining qualifications in relation to
errors, non-compliance and omission of informatianyl a positive sign in Model 2,
since the presence of women in the AC will incretis® likelihood that a firm will

disclose uncertainties through the audit report.
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Percentage of Women in Audit Committees
This variable, denoted by “%MCA?”, is calculatedthe ratio of the total number of
women members in the AC to the total number of mambn the AC. As for the
variable presence of women in AC’s, the expecteph $or the %MCA variable is

negative in Model 1 and positive in Model 2.

Number of Executive Women in Audit Committees
This variable is denoted by “NMECA” and is calceldtas the total number of
executive women in the AC. Also, the variable ipeoted to have a negative sign in
Model 1 and a positive sign in Model 2.

Number of Institutional Women in Audit Committees
This variable is denoted by “NMDCA” and is calc@dtas the total number of
institutional women in the AC. Also, the variabeaxpected to have a negative sign in

Model 1 and a positive sign in Model 2.

Number of Independent Women in Audit Committees
This variable is denoted by “NMICA” and is calcdt as the total number of
independent women in the AC. Also, the variablexpected to have a negative sign in

Model 1 and a positive sign in Model 2.
Audit Committee Chairwomen
This variable is denoted as “MPRES". It takes aigadf 1 if the AC is chaired by a
woman, and O if otherwise. Thus, as in previousabdes, we expect a negative sign in
Model 1 and a positive sign in Model 2.

1.3.1.2. Control Variables

We include certain control variables that couldéham influence on the qualification

of audit reports, in order to test the models.
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Number of Audit Committee Meetings

Studies such as Abbott et al. (2000) have repdhatthe likelihood of receiving a
qualified audit opinion is reduced when the AC Ilsold least two meetings per year,
and similarly for the likelihood of fraudulent oristeading financial information being
published. Archambeault and DeZoort (2001) examifd€defficiency and changes of
auditor, and found that suspicious switches wereenagommon in firms where the AC
met only occasionally compared to those where the #et more frequently.
Meanwhile, Al-Mudhaki and Joshi (2004) recommentteat AC’s should meet at least
three times per year, as frequent meetings enhate®al control and assessments of
the firm’s activities. Goodwin-Stewart and Kent (&) found that the number of AC
meetings was positively associated with the paynoértigher fees to audit firms, as
companies demanded higher quality work from theditars. Other studies (Xie et al.,
2003; Song and Windram, 2004; Lin et al., 2006)wsdt a positive relationship
between the AC’s meeting frequency and financipbréng quality. De Andrés et al.
(2012) analysed a sample of Spanish listed compdroen 1998 to 2007, and reported
that the number of meetings by the AC was direaigociated with improvements in
financial reporting quality. It is expected that ‘ACthat hold a larger number of
meetings during the year would examine financiad amanagement issues in more
detail, enabling them to detect potential problamghe financial statements and to
anticipate qualifications. As a result, the membefsthe AC would ensure the
publication of quality financial information andherefore, reduce the likelihood that the
audit reports received will be qualified.

We denote the variable referring to the number Gf rAeetings by “NRCA”, which
is calculated by counting the total number of megtiheld by the AC during the year.
We predict that this variable will take a negatsign, as the likelihood of qualifications
in audit reports would be lower with a greater nembf AC meetings held during the

year.

Audit Committee Size
Most Corporate Governance reports (Cadbury Red®92; Smith Report, 2003;
CUBG, 2006) recommend a minimum of three membethenAC. Similarly, Carcello
and Neal (2000) and Buchalter and Yokomoto (2008icated that an AC should have
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between three and five members, although it woededd on the company size and
type of business.

Previous research (e.g. Felo et al., 2003) hastexpthat AC size has an effect on
financial reporting quality. To this effect, Lin el. (2006) and Sierra et al. (2012)
showed that the number of members in an AC was tivefja related to earnings
management and Yang and Krishnan (2005) regardiagterly abnormal accruals.
Pucheta-Martinez and De Fuentes (2007) documentambitive relationship between
the size of an AC and the quality of financial réjp, which is consistent with the
findings of Felo et al. (2003). Contrary to thessuits, Rahman and Ali (2006) reported
that AC size positively impacts on earnings managemThey concluded that large
AC’s are ineffective. Xie et al. (2003), Abbott &t (2004), Bédard et al. (2004) and
Davidson et al. (2005) reported insignificant agsitens between AC size and

restatements or earnings management.

This variable is referred to as ACSIZE and is dal@d as the total number of
members in the AC. According to previous evideribe, direction of the influence of
AC size on financial reporting quality and the iipt®f a qualified audit report is not

clear; therefore, we do not have an expected sigacated with it.

Prior Year's Audit Opinion
A further variable requiring analysis is the priggar’s audit report, as it could
influence the opinion issued in the current yeahd circumstances have not changed.
If a company receives a different qualificatiortlie current year compared to the prior
year, it is classified as an initial qualificatidmyt if the same qualification is received in
two or more consecutive years, it could be defiasdrecurring. For example, if the
audit opinion contained an uncertainty in the pgear, it would be likely to have an

uncertainty again in the current year, which wdugda recurring qualification.

Garcia and Sanchez (1999) concluded that a cledit mport was an effective
mechanism to underscore the quality of the findnofarmation published. Meanwhile,
Carcello and Neal (2003) showed that firms presgngualified audit opinions in their
financial reports were more likely to encounteraficial and management problems,
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with the result that the auditors would be lesgnoigtic in their decisions. Pucheta-
Martinez and De Fuentes (2007) found that compathes$ received a recurring
qualification in the previous year were more likébyreceive the same qualification in
the current year. The variable is denoted as “ORJNAand is a dummy variable that
takes a value of 1 if the qualification containadhe current years’ audit report is the
same as in the previous year, and 0 if otherwise eWpect this variable to be positively

associated with qualified audit reports.

Losses Reported by Firms

A further control variable consists of the lossegarted by firms. We expect that a
firm that reported a loss in the prior year wougghia incur a loss in the current year.
Hayn (1995) confirmed that smaller firms are makely to incur losses than medium-
sized and large companies. According to Klein (3988irm that reports a loss in the
current year, or reports continuous losses, shtwaldreviewed against a range of
indicators to improve control. Klein (2002) showibet the accuracy of the published
financial statements declined in firms that had &Containing independent members
and had reported recurring losses. Meanwhile, RadWartinez and De Fuentes (2007)
observed a positive association between the puinicaf losses in one or both of the
two prior years and the issuance of audit repaotgaining qualifications for errors,

non-compliance, omission of information and undetias.

We denote this dummy variable as “LOSS”. It takegalue of 1 if the company
reported a loss in the prior year, and O if otheewiWe expect the behaviour of this
variable to be positive, as a firm that incurredbss in the prior year would likely

receive a qualified audit opinion.

Leverage
Leverage is the control variable used to contreldgency costs of debt. According
to Jensen and Meckling (1976), the agency costsrémi to leverage are directly
associated with the level of indebtedness mainthibg a firm. Bradbury (1990),
Adams (1997) and Deli and Gillan (2000) showed thatgreater a firm’s leverage, the
higher their level of risk assumed, which would uieg increased supervision of the
financial statements. Meanwhile, Mateos et al. @Gfbncluded that firms with higher
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levels of leverage assume more risks than thodelouter levels, which may, therefore,

be considered as more risk averse.

The level of leverage or indebtedness is denotedL&/”. This variable is
calculated as the ratio of the firm’s total debtit® total assets. Its expected sign is
positive, as firms are more likely to receive giiadi opinions with a higher level of

leverage.

Company Size

Fama and Jensen (1983) found a positive relatipriséiiween the size of firms and
the quality of the financial information publishedenon and Willams (1994), Klein
(1998), Beasley and Salterio (2001) and Ruiz-BaHoadt al. (2007), among others,
reported that larger firms were more likely to ha&/@’s with independent members in
order to ensure that their financial information eisor-free. Beasley et al. (2000)
showed that small US firms were more likely to p@mep financial information
containing errors given looser internal controésulting in more qualified audit reports.
Meanwhile, Pucheta-Martinez and De Fuentes (20€@drted that large firms were
more likely to receive a qualified audit report whbey deserved one, given that audit
firms tend to be more independent when the firmitaddis large. This variable is
denoted as “TAMEMPR” and is calculated as the lilgar of the company’s total
assets. The expected sign is difficult to deternaimiori, because a large size can have
both a positive and a negative influence on thetaagort received by the firm. Hence,

we may expect both a positive and a negative sigthfs variable.

Audit Firm

The choice of auditor is a key decision for theddsiity and reliability of published
financial information. Various studies, includinge®ngelo (1981), have reported that
the big auditing firms offer higher quality sengcand perform their functions better
than smaller auditors. Meanwhile, Lennox (1999nfbthat the big audit firms provide
higher quality services and enhance the credibiitycorporate financial reporting.
Carcello and Nagy (2004) showed that using oné®fadit majors reduced the risk of
qualified audit reports. DeFond and Jiambalvo, (3%hd Ruiz-Barbadillo et al. (2007)
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also found that using one of the audit majors eetstine quality of a firm’s financial
reporting.

This variable, denoted as “BIGFOUR?”, is a dummytttekes a value of 1 if the
company is audited by one of the Big Four audim$y and O if otherwise. The expected
sign of the variable is positive, as these auditmes highly competent and express
pertinent opinions on the financial information exaed in their audit reports (Lennox,
1999). Consequently, the auditor would issue a ifigl opinion if the company
deserves it and would not yield to pressure frornagament. This is because any
failure of auditor independence would have a greatblic impact for a large audited

company.

Management Ownership

Jensen and Meckling (1976) as well as Jensen (1888¢ used an agency
framework to argue that higher inside ownership &iuce agency costs by aligning
the interests of a firm’s management with its shalgers, which would reduce the need
to monitor the BD and provide better incentivesdaality reporting. This is consistent
with the convergence-of-interest theory, which imeplthat increased managerial
ownership can reduce the mangers’ exploitatiorcobanting numbers as the interest of
inside and external shareholders are realigned, rdsulting in less conflict among the
shareholders. In this sense, the Mustapha and Aknmaper (2011) supports the
convergence-of-interest hypothesis since the esuiggest that managerial ownership
has a significantly negative relationship with ntoring costs as predicted by agency
theory. Shwu-Jen et al. (2003) noted that managewaership acts as a constraining
factor that limits the management’s manipulatioraofounting numbers. Furthermore,
Warfield et al. (1995) and Shwu-Jen et al. (20083adibed an inverse relationship
between inside ownership and earnings managemaggesting an increase in financial
reporting quality. Accordingly, management woulcketamore care in preparing
financial statements in order to avoid a qualifeadlit report, which could affect the
share price and, consequently, the managers’ ovaithwdn Spain, Sdnchez-Ballesta
and Garcia-Meca (2005) demonstrated that highedeén®wnership leads to higher
quality financial reporting and, therefore, ledselihood of receiving qualified audit
reports.
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Thus, we include management ownership as a covaridble for the agency cost.
This variable is denoted as INSOWN and calculagetha proportion of shares held by
the management of the firm. We expect a negatilatioaship between the percentage

of stock owned by management and the likelihooakogiving a qualified audit report.

Ownership Concentration

High ownership concentration (La Porta et al., 2998mirg u,c-Kunt and Levine,
2001; Diaz and Garcia Olalla, 2003) is one of tlanndifferences between the Anglo-
Saxon and Spanish financial markets. Large shadel®l frequently enjoy the
possibility of appointing the CEO and top executive the management team, so that
they can more effectively monitor management. Tioeee a realignment of interests
between managers and large shareholders may betedpAs a result, the presence of
a large shareholder may decrease the likelihoodecéiving qualified audit reports
because the CEO would be more likely to act inititerests of the firm and prepare
financial statements that are less likely to atteadit qualifications (Gul et al., 2001;
Sanchez-Ballesta and Garcia-Meca, 2005). Thus, xpece a negative relationship
between ownership concentration and the likelih@bdreceiving a qualified audit
report. This variable is denoted as OWNCON andutaled as the percentage of shares

held by large shareholder.

Firm's Age
The final control variable used is the age of th&.fThe rationale for selectirthis
variable lies in the possibility that old firms rhighave improved their financial
reporting practices over time, and consequentlyy imave better financial reporting
quality. In this sense, Lang (1991) reported thratentainty in the capital marketaout
firms’ earnings decreases with their age. Pittmad Bortin (2004) showed that the
information asymmetry between borrowers and lendéss decreases with firm age.
Owusu-Ansah (2005) revealed that company age is ntlest critical factor for
explaining the extent of mandatory disclosures tpes of the firms. On the other hand,
Tasios and Bekiaris (2012) reported that Greektarslfound factors like company age
to be less important quality factors of financigborting, while Chalaki et al. (2012) did
not find evidence to support a significant relasioip between firm age and financial
reporting quality.
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This variable is denoted as FIRMAGE and calculasdhe log of the difference
between setting-up the company and observation y&aording to prior evidence, the
direction of the influence of firm age on financraporting quality and the receipt of a

qualified audit report is not clear, and therefave,do not have an expected sign for it.

Firm Fixed Effect
The firm fixed effect control variable, denoted tHIRM”, is intended to capture
unobservable and fixed characteristics of firmd thay potentially be correlated to the
dependent variable. Specifically, we include indughdicator variables, and year

indicator variables to control for industry and shealifferences.

1.3.2. Sample

The sample used for the study consisted of 175 eoiap listed on the Madrid Stock
Exchange. The information was obtained from theliPuRegisters of the National
Securities Market Commission (CNMV in its Spanistromym), from the SABI
database and from corporate websites. The sample lieme horizon of eight years
from 2004 to 2011, inclusive. Table 2 contains scdetion of the sample

TABLE 2

Sample Description

2004 2005 2006 2007 2008 2009 2010 2011 TOTAL

Initial sample of companies 175 175 1v5 175 175 175 175 175 1400

Companies excluded (72) (66) (61) (50) (54) (B3) (B3) (55 (464)

Industrial companies| 58 52 47 36 40 39 39 41 352

Financial companies 14 14 14 14 14 14 14 14 112

Final sample of companies 103 109 114 125 121 122 122 120 936

As can be observed in Table 2, the sample consisitg5 firms for each year of the
initial sample. We excluded financial companieshbbécause they are under special
scrutiny by financial authorities that constraire tfole of their BD’s, and because of

their special accounting practices. Also, some stiil companies were excluded each
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year because we lacked data on some of the vasialgleded to verify the model or

because audit reports contained both qualificatifmrserrors, non-compliance and

omissions (Model 1) and for uncertainties (Model ®)e final sample comprised 936

observations per year.

Table 3 shows the percentage of unqualified andifepghaudit reports received by
the firms in the period of 2004-2011.

TABLE 3

Analysis of the Type of Audit Reports Received byhe Sample Firms

Year Number of firms Unqualified audit reports Qualified audit reports

2004 103 90 87.38% 13 12.62%
2005 109 94 86.24% 15 13.76%
2006 114 101 88.60% 13 11.40%
2007 125 107 85.60% 18 14.40%
2008 121 100 82.64% 21 17.36%
2009 122 100 81.97% 22 18.03%
2010 122 120 98.36% 2 1.64%

2011 120 116 96.67% 4 3.33%

Total 936 828 88.46% 108 11.54%

As shown in Table 3, 87.38% of the analysed firex®ived a clean audit opinion in

2004, while 12.62% were qualified. In short, theléasuggests that the number of
gualified audit reports issued increased considenaftil 2009.
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TABLE 4

Analysis of the Type of Qualification Contained inthe Audit Report

Number of qualified audit Errors, non-compliance and omission of
Year reports information Uncertainties
2004 13 5 8
2005 15 7 8
2006 13 4 9
2007 18 7 11
2008 21 2 19
2009 22 2 20
2010 2 1 1
2011 4 4 0
TOTAL 108 32 76

Table 4 shows the qualified audit reports for egelr, indicating the types of
qualifications we were interested in for the pugmef the study. In Model 1, where the
dependent variable refers to qualifications fooesy non-compliance or the omission of
information, we made 860 observations per year,paoad to 904 observations per year

in Model 2, where the dependent variable refersimertainties.

1.4. ANALYSIS OF RESULTS

1.4.1. Descriptive Statistics

Tables 5 and 6 present the descriptive statisticstfe dummy and continuous

variables in the final sample of companies for Medeand 2.
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TABLE 5

Descriptive Statistics for Dummies and Continuous ¥riables in the Sample of Companies that
Received Qualifications for Error, Non-Compliance ad Omission of Information. Model 1 (N=860)

A) CONTINUOUS VARIABLES

Variables N Mean Standard deviation Percentile 25 Mdian  Percentile 75
%MCA 860 7.441 13.893 0.000 0.000 0.000
NMECA 860 0.004 0.060 0.000 0.000 0.000
NMDCA 860 0.108 0.325 0.000 0.000 0.000
NMICA 860 0.153 0.395 0.000 0.000 0.000
MPRES 860 0.061 0.240 0.000 0.000 0.000
NRCA 860 5.607 2.653 4.000 5.000 7.000
ACSIZE 860 3.581 0.953 3.000 3.000 4.000
LEV 860 52.029 90.207 26.238 50.504 68.222
TAMEMPR 860 13.039 1.873 11.741 12.881 14.338
INSOWN 860 10.392 26.624 0.001 0.173 11.639
OWNCON 860 24.773 22.243 8.880 18.045 35.016
FIRMAGE 860 3.588 1.030 3.000 4.000 4.000

B) DUMMIES VARIABLES

% (1)
IA 3.72%
MCA 24.00%
OPINAUD 1.20%
LOSS 19.00%
BIGFOUR 87.00%

Mean, standard deviation and quartiles of the maimables. %MCA: Total number of women in the
AC/Total number of members in the AC; NMECA: Totalmber of executive women in the AC;
NMDCA: Total number of institutional women in theCANMICA: Total number of independent women
in the AC; MPRES: dummy variable equal to 1 if h€ has a chairwoman; NRCA: Number of AC
meetings per year; ACSIZE: Total number of memberthe AC; LEV: Total debt divided by total
assets; TAMEMPR: Natural logarithm of total assdi$SOWN: Proportion of shares held by the
management; OWNCON: Percentage of shares held iye Ilahareholder; FIRMAGE: Log of the
difference between setting-up company and observatear.IA is a dummy variable equal to 1 if the
audit report contains qualifications with errorgnrcompliance and omission of information; MCA:
dummy variable equal to 1 if women are presenh&AC; OPINAUD: dummy variable equal to 1 if the
firm received the same qualification in the priadahe current year; LOSS: dummy variable equdl ifo
the company reported a loss in the prior year; EDOR: dummy variable equal to 1 if the company is
audited by one of the big 4 audit firms.
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Table 5 shows the statistics for the sample useelstoModel 1, where the dependent
variable refers to qualifications for errors, nampliance or omission of information.
As can be observed in Table 5, the percentage ofeman AC’s that involved women
represented 7.44% of total members, while the nurobexecutive, institutional and
independent women in AC’s, on average, was 0.0a48and 0.153, respectively. In
addition, 6.10% of AC chairpersons were women.trrfindings were that an average
of 5.60 meetings were held per year; the AC size,wm average, 3.58 members;
company leverage was 52.02% and firm size was 1@@airal log of total assets).
Finally, the percentage of shares held by the mamagt and by large shareholders was
10.39% and 24.77%, respectively, while the firm,ageaverage, was 3.58 (log of the
difference between setting-up company and observagear). On the other hand,
3.72% of the companies in the sample used for Mddedceived a qualification for
error, non-compliance or omission of informationthwwomen being present in only
24% of AC’s. We also noted that 87% of the compaimethe sample were audited by
one of the Big Four audit firms. Meanwhile, 1.20%tloe sample firms received the

same type of qualification in the current as inphier year, and 19% reported losses.
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TABLE 6

Descriptive Statistics for Dummies and Continuous ¥riables in the Sample of Companies that
Received Qualifications for Uncertainties. Model ZN=904)

A) CONTINUOUS VARIABLES

Variables N Mean Standard  Percentile Median Percentile

deviation 25 75
%MCA 904 7.533 14.132 0.000 0.000 0.000
NMECA 904 0.003 0.058 0.000 0.000 0.000
NMDCA 904 0.107 0.324 0.000 0.000 0.000
NMICA 904 0.154 0.395 0.000 0.000 0.000
MPRES 904 0.064 0.245 0.000 0.000 0.000
NRCA 904 5.582 2.646 4.000 5.000 7.000
ACSIZE 904 3.569 0.946 3.000 3.000 4.000
LEV 904 52.986 88.181 26.800 51.457 69.344
TAMEMPR 904 13.046 1.868 11.742 12.854 14.375
INSOWN 904 10.736 26.572 0.002 0.194 12.160
OWNCON 904 24.779 22.184 8.894 18.045 35.016
FIRMAGE 904 3.593 1.017 3.000 4.000 4.000
B) DUMMIES VARIABLES

% (1)

IA 8.40%
MCA 24.00%
OPINAUD 5.00%
LOSS 21.00%
BIGFOUR 86.00%

Mean, standard deviation and quartiles of the maitiables. %MCA: Total number of women in the
AC/Total number of members in the AC; NMECA: Totalmber of executive women in the AC;
NMDCA: Total number of institutional women in theaCANMICA: Total number of independent women
in the AC; MPRES: dummy variable equal to 1 if h€ has a chairwoman; NRCA: Number of AC
meetings per year; ACSIZE: Total number of memberthe AC; LEV: Total debt divided by total
assets; TAMEMPR: Natural logarithm of total assdldSOWN: Proportion of shares held by the
management; OWNCON: Percentage of shares held fge Ishareholder; FIRMAGE: Log of the
difference between setting-up company and observatear.lA is a dummy variable equal to 1 if the
audit report contains qualifications with error@gnrcompliance and omission of information; MCA:
dummy variable equal to 1 if women are presenh&AC; OPINAUD: dummy variable equal to 1 if the
firm received the same qualification in the priadahe current year; LOSS: dummy variable equal ifo
the company reported a loss in the prior year; BMBR: dummy variable equal to 1 if the company is
audited by one of the big 4 audit firms.

Table 6 presents the descriptive statistics for &lag, in which the dependent
variable refers to qualifications for uncertainti@he audit report variable reflects
uncertainties in the opinions issued on 8.40% efdample firms. Meanwhile, 5% of
the sample firms received the same type of quatific in the current as in the prior
year, and 21% reported losses. The data for camigwariables did not vary

significantly from Table 5.
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1.4.2. Univariate Analysis

Tables 7 and 8 show the mean difference of thepewgent and control variables
between firms with qualified and unqualified audiports, as well as the results of the
parametric t test for the continuous variables Redrson’s Chi-squared tests for the
dummies to identify the presence of differencesngans between the two groups of

companies.
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TABLE 7

Mean Difference for Independent and Control Variabkes Between Companies With Unqualified
and Qualified Audit Reports for the Sample of Qualfications for Errors, Non Compliance and
Omission of Information. Model 1 (N=860)

Variable Unqualified audit reports Qualified audit reports  Mean Univariate test
(N=828) Mean (N=32) difference (Sig.)
Mean
MCA 0.250 0.130 0.120 -1.722t
(0.097)
%MCA 7.538 4.167 3.371 -1.434
(0.164)
NMECA 0.004 0.000 0.004 -1.734%
(0.083)
NMDCA 0.109 0.083 0.026 -0.428
(0.672)
NMICA 0.158 0.000 0.158 -11.228***
(0.000)
MPRES 0.062 0.042 0.020 -0.470
(0.642)
NRCA 5.655 4.000 1.655 -2.860**
(0.009)
ACSIZE 3.597 3.042 0.555 -4.214%*x
(0.000)
OPINAUD 0.000 0.311 -0.311 4.387*+*
(0.000)
LOSS 0.185 0.208 -0.023 0.273
(0.788)
LEV 51.844 58.302 -6.458 0.580
(0.566)
TAMEMPR 13.077 11.726 1.351 -3.944x*x
(0.001
BIGFOUR 0.873 0.708 0.165 -1.724%
(0.098)
INSOWN 10.324 12.69 -2.366 0.520
(0.608)
OWNCON 25.02 16.399 8.621 -2.741*
(0.011)
FIRMAGE 3.586 3.667 -0.081 0.507
(0.616)

Means Comparison Test. The dependent variable ,is ldummy variable equal to 1 if the audit report
contains qualifications with errors, non-compliaeel omission of information; MCA: dummy variable
equal to 1 if women are present in the AC; %MCAtalmumber of women in the AC/Total number of
members in the AC; NMECA: Total number of executivemen in the AC; NMDCA: Total number of
institutional women in the AC; NMICA: Total numbef independent women in the AC; MPRES:
dummy variable equal to 1 if the AC has a chairmomdRCA: Number of AC meetings per year;
ACSIZE: Total number of members in the AC; OPINAUBummy variable equal to 1 if the firm
received the same qualification in the prior argl ¢hrrent year; LOSS: dummy variable equal to thef
company reported a loss in the prior year; LEV:al'dtebt divided by total assets; TAMEMPR: Natural
logarithm of total assets; BIGFOUR: dummy variabtpial to 1 if the company is audited by one of the
big 4 audit firms; INSOWN: Proportion of sharescély the management; OWNCON: Percentage of
shares held by large shareholder; FIRMAGE: Loghef difference between setting-up company and
observation year. Significantat t p < 0.10,¢ .05, ** p <0.01 and ** p < 0 .001.
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As shown in Table 7, the differences in the meantlfie variables denoting the
presence of women in AC’'s (MCA) and the number w»éocritive (NMECA) and
independent (NMICA) women in AC’s between firms lwitnqualified and qualified
audit reports were positive and statistically digant at 0.1 or 10%, which indicates
that the firms receiving unqualified audit repoai® more likely to have female AC
members and a higher number of executive and imdigme female members in AC'’s
than those receiving qualifications for errors, fwompliance or the omission of
information. These results are not consistent whth first, third and fifth hypotheses.
The differences between unqualified and qualifiedlitaopinions for the variables
referring to the number of meetings held by the NRCA), AC size, company size
(TAMEMPR), the fact that the financial statementrevaudited by one of the Big Four
audit firms (BIGFOUR) and the proportion of shardesld by large shareholders
(OWNCON) were positive and statistically signifitaat 0.1%, 1% and 10%. These
findings suggest that large companies with a higipgrtion of shares held by large
shareholders, that are audited by one of the Big Foms and with big AC’s that meet
more often are more likely to receive unqualifigcart qualified audit reports. The
difference in the means for the OPINAUD variableswaegative and statistically
significant at 0.1%. This result implies that firmexceiving a qualification for errors,
non-compliance or the omission of information ire thrior year are more likely to
receive qualifications in the current year tharthé prior year’s opinion had been

unqualified. The rest of the variables were naigtiaally significant.

Table 8 shows the difference in means for the &g in Model 2, where the
dependent variable refers to qualifications for artainties. The difference between
unqualified and qualified audit reports for theighte number of executive women in
AC’s was positive and statistically significant. née, we can accept the third
hypothesis. This result suggests that the presainexecutive women in AC’s increases
the likelihood of disclosing qualified audit repoktith uncertainties, which implies best
financial reporting quality. This finding is cont@at with earlier studies that reported
the positive effect of executive women directorsfioancial reporting quality (Geiger
and North, 2006; Jiang et al., 2008; Matsunaga¥auhg, 2008; Peni and Vahamaa,
2010). One possible explanation for these dissimmgaults would be that, given the
small number of women occupying the executive pmsstin AC’s, it is likely that they
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are dominated by executive men or have aligned wigm. The empowerment of
women at the executive level in Spain is a relfimew phenomenon and might have a
limited role to play. Bernardi and Arnold (1997)da®i and Tian (2012) showed that
executive men in AC’s are less conservative ande haviower ethical level than
executive women, suggesting that male executivesige a worse financial reporting

quality.

The differences in the means for the variablesrmefg to the number of meetings
held by the AC (NRCA), AC size (ACSIZE), firm sif€EAMEMPR) and examination
of the financial statements by one of the Big Fawdlit firms (BIGFOUR) were positive
and statistically significant. Finally, the OPINAYDLOSS, LEV and INSOWN
variables displayed negative differences in mehaswere statistically significant. The

remaining variables were not statistically sigrafc.
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TABLE 8

Mean Difference for Independent and Control Variabkes Between Companies With Unqualified
and Qualified Audit Reports for the Sample of Qualfications for Uncertainties. Model 2 (N=904)

Unqualified audit reports  Qualified audit reports

. Mean Univariate test
Variable (II\\IAeSaZnS) (,\’\/II e;ﬁ) difference (Sig.)
MCA 0.246 0.222 0.024 -0.438

(0.662)
%MCA 7.529 7.593 -0.064 0.030
(0.976)
NMECA 0.004 0.000 0.004 -1.7341
(0.083)
NMDCA 0.108 0.095 0.013 -0.337
(0.737)
NMICA 0.158 0.111 0.047 -1.100
(0.275)
MPRES 0.062 0.095 -0.033 0.881
(0.382)
NRCA 5.656 4.619 1.037 -3.016**
(0.004)
ACSIZE 3.596 3.222 0.374 -3.826***
(0.000)
OPINAUD 0.000 0.537 -0.053 9.643***
(0.000)
LOSS 0.186 0.524 -0.338 5.207***
(0.000)
LEV 51.823 67.976 -16.153 3.231 %+
(0.001)
TAMEMPR 13.077 12.645 0.432 -1.759%
(0.083)
BIGFOUR 0.872 0.746 0.126 -2.228*
(0.029)
INSOWN 10.340 15.839 -5.499 1.751%
(0.084)
OWNCON 25.045 21.342 3.703 -1.448
(0.152)
FIRMAGE 3.586 3.683 0.097 0.992
(0.324)

Means Comparison Test. The dependent variable ,i& ldummy variable equal to 1 if the audit report
contains qualifications with uncertainties; MCA:rdmy variable equal to 1 if women are present in the
AC; %MCA: Total number of women in the AC/Total nber of members in the AC; NMECA: Total
number of executive women in the AC; NMDCA: Totalmmber of institutional women in the AC;
NMICA: Total number of independent women in the ACPRES: dummy variable equal to 1 if the AC
has a chairwoman; NRCA: Number of AC meetings maryACSIZE: Total number of members in the
AC; OPINAUD: dummy variable equal to 1 if the firraceived the same qualification in the prior and
the current year; LOSS: dummy variable equal ththd company reported a loss in the prior yeaty1E
Total debt divided by total assets; TAMEMPR: Natuogarithm of total assets; BIGFOUR: dummy
variable equal to 1 if the company is audited bg off the big 4 audit firms; INSOWN: Proportion of
shares held by the management; OWNCON: Percenfaggaes held by large shareholder; FIRMAGE:
Log of the difference between setting-up company @lvservation year. Significantat t p < 0.1, <&
0.05, * p < 0.01 and *** p < 0 .001.
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1.4.3. Multivariate Analysis

The multivariate analysis looked at the resultsttg multicollinearity test and
logistic regression. To test for multicollinearitye calculated the Spearman correlation
coefficients for all of the variables included ihet model. Table 9 presents the
correlation matrix for the sample of companies n@ng qualifications for errors, non-
compliance or the omission of information. Thessuhs show that the correlation
between some pairs of variables formed by the cheniatics of the AC was significant,
which is consistent with existing studies of ACseé¢ Menon and Williams, 1994,
Turpin and DeZoort, 1998; Carcello and Neal, 208@hambeault and DeZoort, 2001,
Willekens et al., 2004; Pucheta-Martinez and Denkes 2007). The correlation
between most of the remaining pairs was not sicgmifi and was low, generally being
below 0.3. None of the correlation coefficients &drigh enough (>0.80) to cause
multicollinearity problems (see Archambeault andZBert, 2001), except for the pair
MCA-%MCA, which was correlated by constructfosee Carcello and Neal, 2000;
Archambeault and DeZoort, 2001; Lord and DeZodf12 Pucheta-Martinez and De
Fuentes, 2007). Our conclusions are similar forréseilts presented in Table 10, which
shows the Spearman correlation coefficients for #sample of firms receiving
qualifications for uncertainties. According to theesults, we can conclude that the

models are free from multicollinearity problems.

59



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 9

Spearman Correlation Coefficients for the Sample o€ompanies with Qualifications for Errors, Non-Comgiance and Omission of Information. Model 1 (N =
860)

MCA %MCA  NMECA NMICA NMDCA MPRES NRCA ACSIZE OPINAUD LOSS LEV TAMEMPR BIGFOUR INSOWN OWNCON

%MCA 0.976***

NMECA 0.106**  0.115***

NMICA 0.712**  0.687** -0.024

NMDCA 0.570** 0.610** -0.020 -0.024

MPRES 0.450**  0.451** -0.015 0.561**  0.094**

NRCA 0.128** 0.130** -0.013 0.136**  0.055 0.110%+*
ACSIZE 0.180** 0.131** -0.043 0.225"*  0.042 0.095*  0.92***

OPINAUD  -0.026 -0.023 -0.008 -0.051 -0.011 0.049 -0.100*0.068

LOSS -0.019 -0.015 -0.029 -0.025 -0.010 0.007 -0.041 099** 0.039

LEV -0.040 -0.053 -0.074 -0.108**  0.080 -0.095 0.049 150** 0.006 0.084

TAMEMPR  0.041 0.025 -0.046 0.103**  -0.002 0.037 0.452*+* 397**  -0.107** -0.133***  0.382***

BIGFOUR  0.056 0.049 0.023 0.067t 0.016 -0.004 0.280** @18 -0.037 -0.051 0.071* 0.334**

INSOWN -0.030 -0.019 0.029 -0.070* -0.002 -0.063% -0.068*0.041 -0.034 0.017 0.076* -0.138** -0.129%+*

OWNCON  -0.057 -0.050 -0.035 -0.008 -0.029 -0.096**  -0.046 0.067% -0.057t -0.060t 0.053 0.174*+* 0.036 -0.227*
FIRMAGE  -0.148** -0.155*** -0.024 -0.146** -0.040 -0.144% -0.051 0.098**  0.060% -0.005 0.184** 0.080* 018 -0.053 0.170***

Spearman’s correlation matrix. IA is a dummy valeabqual to 1 if the audit report contains quadifions with errors, non-compliance and omissiomfifrmation;
MCA: dummy variable equal to 1 if women are presarthe AC; %MCA: Total number of women in the AGfal number of members in the AC; NMECA: Total
number of executive women in the AC; NMDCA: Totalnmber of institutional women in the AC; NMICA: Tétaumber of independent women in the AC; MPRES:
dummy variable equal to 1 if the AC has a chairmoRCA: Number of AC meetings per year; ACSIZEtalmumber of members in the AC; OPINAUD: dummy
variable equal to 1 if the firm received the saraalification in the prior and the current year; L& Slummy variable equal to 1 if the company rembedoss in the
prior year; LEV: Total debt divided by total assdiAMEMPR: Natural logarithm of total assets; BIGBR: dummy variable equal to 1 if the company isitatby
one of the big 4 audit firms; INSOWN: Proportiongifares held by the management; OWNCON: Percenfagfgares held by large shareholder; FIRMAGE: Lbg o
the difference between setting-up company and whten year. Significantat T p < 0.10, * p <®.6* p < 0.01 and *** p < 0 .001.
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TABLE 10

Spearman Correlation Coefficients for the Sample o€ompanies with Qualifications for Uncertainties. Model 2 (N= 904)

MCA %MCA  NMECA NMICA  NMDCA  MPRES NRCA  ACSIZE OPINAUD LOSS LEV TAMEMPR BIGFOUR INSOWN OWNCON

%MCA 0.973***

NMECA 0.103**  0.112***

NMICA 0.713*** 0.685*** -0.024

NMDCA 0.569***  0.609***  -0.020 -0.030

MPRES 0.460***  0.467** -0.015 0.551***  0.126***

NRCA 0.121** 0.118*** -0.011 0.138***  0.040 0.089**

ACSIZE 0.175**  0.122**  -0.042 0.213***  0.038 0.076* 0.18**

OPINAUD  -0.013 -0.005 -0.013 -0.029 0.014 0.075 -0.119*0.067*

LOSS -0.026 -0.026 -0.030 -0.018 -0.037 0.003 -0.047 116 0.151***

LEV -0.042 -0.056 -0.073 -0.112%* 0.075* -0.088**  0.63 0.112**  0.086* 0.141%*

TAMEMPR  0.022 0.006 -0.045 0.079* -0.013 0.015 0.440**  ZB3* -0.109***  -0.121** 0.366***

BIGFOUR  0.034 0.022 0.023 0.058t -0.017 -0.031 0.295** 89* -0.100* -0.071* 0.033 0.331***

INSOWN -0.025 -0.016 0.028 -0.058t -0.009 -0.075* -0.087*=0.050 0.025 0.040 0.084* -0.140*** -0.112%+*

OWNCON  -0.054 -0.050 -0.034 -0.005 -0.028 -0.103**  -0.034 0.052 -0.013 -0.071* 0.047 0.178*** 0.034 -0.202*+*
FIRMAGE  -0.142** -0.143** -0.024 -0.151** -0.025 -0.126* -0.063t 0.083* 0.054 -0.012 0.171** 0.077* -®8 -0.068* 0.159%*

Spearman’s correlation matrix. 1A is a dummy valeabqual to 1 if the audit report contains quadifions with uncertainties; MCA: dummy variable elqual if
women are present in the AC; %MCA: Total numbewofmen in the AC/Total number of members in the ABJECA: Total number of executive women in the
AC; NMICA: Total number of independent women in th€; NMDCA: Total number of nominee women in the AGPRES: dummy variable equal to 1 if the AC
has a chairwoman; NRCA: Number of AC meetings pmary ACSIZE: Total number of members in the AC; RRUD: dummy variable equal to 1 if the firm
received the same qualification in the prior arel ¢hirrent year; LOSS: dummy variable equal to théf company reported a loss in the prior year; LEdtal debt
divided by total assets; TAMEMPR: Natural logaritifitotal assets; BIGFOUR: dummy variable equdl tbthe company is audited by one of the big 4itgfirns;
INSOWN: Proportion of shares held by the managen®WNCON: Percentage of shares held by large sbideh FIRMAGE: Log of the difference between
setting-up company and observation year. Signifiearf p < 0.10. * p < 0.05. ** p < 0.01 and *p*< 0 .001.

61



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

Table 11 presents the results for the logisticasgions in Model 1 and two variants,
Model 1.1 and Model 1.2, in which the dependenialde represents qualifications for
errors, non-compliance or omission of informatitdodel 1 contains six independent
variables, while the only independent variable iaddl 1.1 is the presence of women in
the AC (MCA), and excludes the variables that referthe AC’s characteristics
(%MCA, NMECA, NMDCA, NMICA and MPRES). These arej turn, the five
independent variables included in Model 1.2, wheghludes the presence of women in
the AC (MCA). The goodness of fit was 55.10% fordé¢bl, 53.20% for Model 1.1
and 55% for Model 1.2. The Chi-squared test showet the three models were
statistically significant at 0.1%.

In Model 1, all independent variables were notistigaally significant. Consequently,
none of the six proposed hypotheses can be accefjtedleads to the conclusion that
none of the six independent variables analysedlyois associated with the likelihood
of reducing the receipt of audit qualificationsated to errors, non-compliance or the
omission of information. With regard to the contsariables, all were statistically

insignificant.

In Model 1.1, which includes the presence of wonmenthe AC as the only
independent variable, and Model 1.2, where the amdgpendent variables are those
referring to the characteristics of the AC (%oMCAMBCA, NMDCA, NMICA and
MPRES), neither the independent variables nor treral variables were statistically
significant. Thus, these results suggest that gediiglersity on AC’s is not related to the
likelihood of reducing the receipt of qualificat®mvith errors, non-compliance or the
omission of information. This conclusion is consigtwith the findings from Sun et al.
(2011), who showed no association between gendersiiy on AC’s and earnings
management, suggesting that there is no relatipristtween gender diversity on AC’s
and financial reporting quality. Moreover, Khan {20 did not find a significant
relationship between gender diversity on boards @orporate Social Responsibility
reporting. However, the lack of significance mawygly be related to the extremely low
number of qualifications with errors, non-compliarar the omission of information in

our sample.

62



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 11

Results of the Logistic Regression for the Model ilvVhich the Dependent Variable Refers to
Qualifications for Errors, Non-Compliance and Omisson of Information (N=860)

Variables Model 1 Model 1.1 Model 1.2
Parameters | Wald Parameters | Wald Parameters | Wald
Expected [ estimated test estimated test estimated test
sign (Sig.) (Sig.) (Sig.)
INDEPENDENT VARIABLES
- 1.749 0.164 20.570 0.435 - -
MCA (0.685) (0.510)
0.046 0.150 - - 0.008 0.017
YMCA (0.698) (0.897)
-16.946  0.000 - - 17.160  0.000
NMECA (0.999) (0.999)
0.497 0.058 - - 0.303 0.025
NMDCA (0.810) (0.873)
.16.024  0.000 ; - 16213 0.000
NMICA (0.995) (0.995)
-16.944  0.000 ; - 17.007  0.000
MPRES (0.995) (0.995)
CONTROL VARIABLES
RCA - -0.001 0.423 20.090 0.435 20.087 0.391
(0.516) (0.509) (0.532)
-0.416 0.867 10.458 1.066 10.388 0.824
ACSIZE *l- (0.352) (0.302) (0.364)
36.991 0.000 35.585 0.000 36.886 0.000
OPINAUD * (0.992) (0.992) (0.992)
Loss . -0.739 0.725 10.694 0.638 0.721 0.693
(0.394) (0.424) (0.405)
ey . 0.000 0.003 0.000 0.004 0.000 0.004
(0.955) (0.950) (0.948)
-0.220 1.142 -0.234 1.384 -0.219 1.146
TAMEMPR  +/- (0.285) (0.239) (0.284)
-0.581 0.469 -0.655 0.631 -0.602 0.508
BIGFOUR * (0.493) (0.427) (0.476)
0.006 0.956 0.007 1.324 0.006 0.993
INSOWN - (0.328) (0.250) (0.319)
-0.014 0.701 0.011 0.480 0.013 0.685
OWNCON - (0.402) (0.489) (0.408)
-0.183 0.363 0.186 0.363 0.191 0.396
FIRMAGE </ (0.547) (0.547) (0.529)
FIRM Included Included Included

Xx’=112.916 (0.000) X*=108.764 (0.000) Xx’=112.763 (0.000)
Pseudo B 55.10% Pseudo® 53.20% Pseudo®® 55.00%
Classification=98.40% Classification=98.40% Clasaiion=98.40%

Estimated coefficients through the ordinary leagtase method. The dependent variable is 1A, a dummy
variable equal to 1 if the audit report containaliications with errors, non-compliance and onossof
information; MCA: dummy variable equal to 1 if womare present in the AC; %MCA: Total number of
women in the AC/Total number of members in the AIBJECA: Total number of executive women in
the AC; NMDCA: Total number of institutional womeim the AC; NMICA: Total number of
independent women in the AC; MPRES: dummy variggleal to 1 if the AC has a chairwoman; NRCA:
Number of AC meetings per year; ACSIZE: Total numbEmembers in the AC; OPINAUD: dummy
variable equal to 1 if the firm received the samelification in the prior and the current year; LS
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dummy variable equal to 1 if the company reportddsa in the prior year; LEV: Total debt divided by
total assets; TAMEMPR: Natural logarithm of totakats; BIGFOUR: dummy variable equal to 1 if the
company is audited by one of the big 4 audit firfiS§SOWN: Proportion of shares held by the
management; OWNCON: Percentage of shares held iye Ilahareholder; FIRMAGE: Log of the
difference between setting-up company and observatar. Significantat T p < 0 .10, * p < 0.05p*
<0.01 and *** p < 0 .001.

Table 12 shows the results obtained for Model Zrethe dependent variable refers
to qualifications for uncertainties, and its twaiaats, Model 2.1 and Model 2.2. The
independent variables included in these three mnsaatel the same as the ones in Model
1, Model 1.1 and Model 1.2. As can be observedgtimness of fit of Models 2, 2.1
and 2.2 was 67%, 65% and 66.50%, respectively, ewltiile level of correct
classification ranged from 97.10% to 97.30%. Meaiteytihe Chi-squared test shows
that the models were statistically significant 4190.

As can be observed in Table 12, the independerdhblarAC’s chaired by a woman
(MPRES) was statistically significant at 5% in Mb8eand at 1% in Model 2.2. In both
models, the variables presented the expected €ignsequently, we can accept only
hypothesis 6 as the results did not support theair@ng hypotheses. This evidence
suggests that there is a positive association legtdiems whose AC’s are chaired by a
woman and the probability of disclosing audit répocontaining qualifications for
uncertainties. Thus, AC’s chaired by women prowheéer financial reporting quality.
Similar results have been reported by Schwartz{Z811), who found that boards of

directors chaired by women exercised higher supenviof financial information.

Of the control variables, ACSIZE, OPINAUD, LOSS, MEMPR and OWNCON
were statistically significant at 0.1%, 1% and 58ctlhe three models. All variables
presented the expected signs. Thus, these resuitertstrate that the likelihood of
disclosing qualifications with uncertainties is a@gely associated with companies that
have large AC’s and ownership concentration, argltipely related to firms that are
large, received the same qualification in the pyear as the current year and reported

losses in the prior year.
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TABLE 12

Results of the Logistic Regression for the Model ilvhich the Dependent Variable Refers to

Qualifications for Uncertainties. Model 2(N=904)

Variables Model 2 Model 2.1 Model 2.2
E ted Parameters| Wald test | Parameters | Wald test | Parameters | Wald test
Xspiz(ﬁle estimated (Sig.) estimated (Sig.) estimated (Sig.)
INDEPENDENT VARIABLES
2.254 2.035 0.399 0.526 - -
MCA * (0.154) (0.468)
-0.020 0.198 - - 0.025 0.433
YoMCA * (0.657) (0.510)
19.602  0.000 ; ; -18.857 0.000
NMECA * (0.999) (0.999)
-1.252 0.784 ; ; -0.739 0.258
NMDCA * (0.376) (0.611)
0.413 0.107 - - 1.122 0.898
NMICA + (0.744) (0.343)
2.931 5.237* - ; 3122 6.442%
MPRES * (0.022) (0.011)
CONTROL VARIABLES
-0.088 0.771 20.097 0.959 -0.083 0.699
NRCA - (0.380) (0.327) (0.403)
0633  5039* 0504  3.675t -0.536 3.825+
ACSIZE +- (0.025) (0,055) 0,050
6.845  56.583** 6308  56.225"* 6835 55947+
OPINAUD * 0.000 0.000 (0.000)
1905 15778 1917  16.887"* 1914  15026"*
LOSS * (0.000) (0.000) (0.000)
0.002 2.396 0.002 2.132 0.002 2.425
LEV * (0.122) (0.144) (0.119)
0.307 4.032 0.304 3.982+ 0.318 4.285+
TAMEMPR  +/- (0.045) (0.046) (0.038)
0.012 0.000 0.168 0.065 -0.006 0.000
BIGFOUR * (0.986) (0.799) (0.992)
0.002 0.059 0.002 0.176 0.001 0.027
INSOWN - (0.808) (0.674) (0.869)
0030 5038 0020 2723  -0.030 5.310*
OWNCON - (0.025) (0.099) (0.021)
0.173 0.426 0.096 0.153 0.119 0.210
FIRMAGE  +- (0.514) (0.696) (0.647)
FIRM Included Included Included

x*= 70.230 (0.000)
Pseudo B 67.00%
Classification=97.30%

X’=261.157 (0.000)
Pseudo’R 65.00%

Classification=97.10%

x?=268.044 (0.000)
Pseudo’R 66.50%
Cldsaifion=97.00%
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Estimated coefficients through the ordinary leagtase method. The dependent variable is IA, a dummy
variable equal to 1 if the audit report containgliications with uncertainties; MCA: dummy variabl
equal to 1 if women are present in the AC; %MCAtalmumber of women in the AC/Total number of
members in the AC; NMECA: Total number of executivemen in the AC; NMDCA: Total number of
institutional women in the AC; NMICA: Total numbef independent women in the AC; MPRES:
dummy variable equal to 1 if the AC has a chairmomdRCA: Number of AC meetings per year;
ACSIZE: Total number of members in the AC; OPINAUBummy variable equal to 1 if the firm
received the same qualification in the prior anal ¢hrrent year; LOSS: dummy variable equal to thef
company reported a loss in the prior year; LEV:al'dtebt divided by total assets; TAMEMPR: Natural
logarithm of total assets; BIGFOUR: dummy variabtpial to 1 if the company is audited by one of the
big 4 audit firms; INSOWN: Proportion of sharescély the management; OWNCON: Percentage of
shares held by large shareholder; FIRMAGE: Loghef difference between setting-up company and
observation year. Significantat t p < 0.10,¢ .05, ** p < 0.01 and *** p < 0 .001.

1.5. CONCLUSIONS AND LIMITATIONS

Given the importance placed on gender diversityaapart of good corporate
governance, this study provides an empirical amalgd the influence of female
members of AC’s on the financial information regortby the firms listed on the
Madrid Stock Exchange. In order to measure theityuaf the financial information
published, we considered the type of audit reptiré$ firms received, distinguishing
between opinions containing qualifications for esyanon-compliance or the omission

of information and those containing uncertainties.

We hypothesised that there is a negative relatetwéden gender diversity in AC’s
and the likelihood of receiving a qualification Wwiterrors, non-compliance or the
omission of information, and a positive associati@iween gender diversity in AC’s
and the probability of disclosing qualificationstvuncertainties. On the one hand, the
results show no association between gender diyarsifC’s (the presence of women
in the AC; the percentage of women making up AGhe number of executive,
institutional and independent women in AC’s and #&Chaired by women) and the
likelihood of reducing the receipt of audit repontgh qualifications with errors, non-
compliance or the omission of information. On theeo hand, the results report a
positive relationship between AC’s chaired by wonaed the likelihood of disclosing
qualifications with uncertainties, suggesting arharcement to financial reporting
quality. The remaining variables of gender divgrgit AC’s (the presence of women in

the AC; the percentage of women making up AC’s #mel number of executive,

66



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

institutional and independent women in AC’s) weod associated with the disclosure

of qualifications with uncertainties.

In sum, our conclusions support the view that womeAC’s have an impact on the
quality of information when they are in a posititmexert significant influence, since
the results show that AC’s chaired by a woman asitipely associated with the
quality of financial information, increasing thesdiosure of qualifications with
uncertainties. The explanations for these resulty mclude the following: firstly, the
low number of qualifications with errors, non-compkte and the omission of
information can justify the lack of significant téts for these types of qualifications.
Secondly, the vestiges of the Franco dictatorshiptraditionally male-dominated
society, can also support these findings. Spanistety needs to remove any remainder
of this era over time. To this effect, the preseat@vomen in corporate governance
bodies is a new phenomenon and might have a ralestnicting their influence. It is
possible that female AC members are more ethicah timale AC members but are
unable to influence the remainder of the AC. Thaeeftheir role in relation to financial
reporting issues would either be limited or unateshto in most cases. Thirdly, it is
possible that women are not uniform in their apitd influence other AC members.
Individual differences in this ability may mask engler difference in financial reporting
quality beliefs and lead to the null results. Unfoately, we cannot control for this
effect in the study. Finally, the culture of corgter governance may not be fully
developed yet in Spain, in particular with respectAC’s, as these mechanisms of

corporate governance are imported from Anglo-Saamtries.

Thus, these findings provide evidence for the rgteso continue researching on
iIssues about women in corporate governance, edlpanidhe international context, as
comparison of our results with other legal, culturarofessional and regulatory
environments would enrich the debate about gendkergity in corporate governance
and could help correct inappropriate conduct ancberage the adoption of tougher

measures.

Let us now mention key limitations to this study.the first place, the number of

qualifications with errors, non-compliance or thmission of information in our sample
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was extremely low. With this caveat in mind, mue@ution should be exercised when
interpreting the results. Finally, it is possibhat there are unknown factors that could
impact our dependent variable. While we have cdletfofor as many factors as
possible based on theory and prior research, erapiand theoretical limitations
prevent us from knowing whether all of the impottariluences have been controlled

for and addressed.

This empirical study could give rise to future Bnef research. It would be valuable
to examine the criteria that firms employ to selemdidates for membership to AC’s,
and the functions of the committee members. Adddiky, it would be interesting to
analyse the role that women can play in corporategance in a post-crisis era since
women’s contribution to the corporate governanc#esy may have been mitigated by

the crisis.
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CHAPTER 2

THE GENDER GAP IN PAY IN COMPANY
BOARDS

2.1. INTRODUCTION

Men’s compensation has remained higher than wonfen’'decades, resulting in a
gender salary gap in which female pay has congigtbeen lower than that of their
male counterparts. Gosling and Lemieux (2001) aleskthe ongoing existence of this
gender pay gap in the labour markets of the mogarazed industrialised countries.
Meanwhile, Chu Ng (2004) and Cho (2007) showed @tahese and Korean women
also earned less than men. Jolliffe (2002) obtaisedilar results for Bulgaria.
Chevalier (2007) found that women in the Uniteddgtdom earned 20% less than men,
despite the country’s long-standing anti-discrinimra policies. Kulich et al. (2010)
also examined the gender pay gap in senior posidirms, finding that the salaries
earned by male executives were higher than thoseomfien at the same level of

financial performance.
Previous studies focusing on analysing gender gapay (Blau and Kahn, 1992;
Kunze, 2005; Miyoshi, 2008; Vitaliano, 2009) shavatt it is caused by occupational

segregation (Bayard et al., 1999; De la Rica, 26@&facio and Simon, 2006) and other
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factors which can be explained by human capitabthéAmarante and Espino, 2002;
Garcia et al., 2001, Rubery et al., 2005; Varekd.e£010).

In this light, there is a clear need for furthesearch into the factors underlying the
gender gap in pay, an issue that has aroused ewvabld interest both in Spain
(Hernandez, 1995; Palacio and Simon, 2002; Simd@09R and internationally
(Miyoshi, 2008; Olsen et al., 2009; Papapetrou,8208italiano, 2009; Wood et al.,
1993).

The aim of this study is to analyse whether theeed#ferences in the pay earned by
male and female directors serving on the boardrok listed on the Madrid Stock
Exchange, in the period 2004-2011, and if so, tor@re the explanatory factors behind
the gender gap in pay.

This study is particularly relevant in the Spancntext, as most analyses of the
gender gap in pay refer to the English-speakingonst or to Eastern European and
some Asian countries. The contribution made by stigly lies in its analysis of the
gender gap in pay among the directors of firm®disbn the Madrid Stock Exchange,
since most existing studies (De la Rica, 2007; Riel et al, 2011; Simon, 2006) use
data from the European Structure of Earnings Su(&SES) and since most of the
previous empirical literature on the gender wage igabased on the labour market in
general, but very little empirical evidence for gp@ups of boards of directors in listed
private companies exists. The results reportedtitegsefore particularly important, as
they confirm that there is a gender gap in payhattop of the corporate hierarchy in
Spain, due basically to the presence of women erm\thmination and Compensation

Committee.

The structure of this paper is as follows. Thisraduction is followed by a
description of the institutional background in S$parhe third section describes the
theoretical background and previous literature. Tbarth section develops the
hypotheses predicted. The fifth section describesntethodology and sample used in

the study and the sixth section shows the resudtaimed. In the seventh and final
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section we discuss our conclusions and explaiditthigations inherent in this study, at
the same time pointing to possible future lineseskarch.

2.2. INSTITUTIONAL BACKGROUND

In Spain, between the 1970s and the 1990s manygebkan legislation governing
the treatment of men and women were introducedrelThas been a general belief that
one of the fundamental characteristics of the Spal@ibour market was, and maybe is,
the persistent and strong wage discrimination dugeinder for similar jobs: men are
clearly paid more than women. The equality prireiplas highlighted in Article 14 of
the Spanish Constitution of 1978, which clearlyhpoted discrimination on grounds of
gender. The Workers’' Statute Act of 1980 (amendedemal times since then)
established in Article 28 a wage equality for wafkequal value. Moreover, the 3rd
Plan for Equal Opportunities for Men and Women (@&9000) recognised the
persistence of unjustifiable wage inequalities iammen already working. To palliate
this unequal situation, a number of actions wekertaunder the Plan to provide women
with real access to employment with full social awnomic rights by encouraging
structural changes and transformations that fawbthiss purpose. In total and to date,
there are four Plans for Equal Opportunities, tloévity Plans for Employment (with a
special emphasis on gender equality) of 1998 aedElU Strategy Plan for Gender
Equality of June 7, 2000. The Act 3/2007 of 22 MwartThe Equality Law”, for
effective equality between women and men (LOIMId)plemented in 2007, in Article
5 also highlights that wage equality has to preba@tween men and women. This
regulation has had a positive impact mainly onrthsioation in the public sector where
today, one can hardly find a pay-gap anymore inrSpalaez et al., 2011; Ullibarri,
2003).

Academic research into the pay earned by compaegtdrs in Spain was no easy
task until only a few years ago, because the mgjofi listed firms did not publish
information about board compensation. However, 8pmanish Listed Companies
Transparency Act (Law 26/2003), enacted in 2008 wie full backing of the National
Securities Market Commission (CNMV), made it maodator listed firms to disclose

details of directors’ pay in their Annual Reporfs a consequence, data on the pay
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earned by Spanish directors has become availabt® ghis legislation entered the
statute book. In 2011, the Sustainable Economy2#2911 was passed to strengthen
the application of EU Directive CRD3 for the fin@csector and provide similar
regulations for all listed companies. Under parttte# Act, listed companies have to
submit director and senior executive remuneratiolicy to a non-binding vote at the

general meeting of shareholders.

The Spanish Corporate Governance System has beg@ttsto significant reforms
since the first publication in 1998 of what is kmowas the Olivencia Report, whose
recommendations focused on the performance of faurg the publication of public
information. It was followed in 2002 by the Law bfeasures to Reform the Financial
System (LMRFS), and in 2003 by the Law on Transpeyef Listed Firms (LTLF). In
2003, the Aldama Report was also published andacepl the Olivencia Report and
finally, in 2006 the Unified Code of Corporate Gavance (CUBG) report or Conthe
Code, was published, which unifies the Olivencid &dama Codes. The purpose of
the CUBG (2006) was to improve business managearahteturn transparency to the

Spanish system.

In this context, it is noteworthy that the contingopolitical and socio-economic
changes in Spain in recent years have increaseatkgeiversity in BD. This raise was
enhanced by the publication of the Conthe Code (GUB2006), whose
recommendations are intended to support femalespeesin decision-making bodies
and eliminate possible discrimination. According@onzaléz Menéndez and Martinez
Gonzalez (2012), after this recommendation andd#ieate of the Draft Equality Law,
most of the improvements in women'’s representatiomoards occurred between 2005
and 2006. In addition, Act 3/2007 of 22 March, “TBgquality Law”, in Article 75
frames the regulation of the appointment of womed men in BDs in an equitable
form for a period of 8 years since the law came iiorce. Spanish law followed the
pattern of Norway, the first country in the worla éstablish a gender quota of 40% in
boards, and this law also forced companies to raaggnder quota of 40% by 2015. De
Anca (2008) argues that this percentage is notgh target, given the high level of
rotation among board members in Spanish listingdirHowever, the progress made is

still too slow to meet the government’'s 2015 targetd for this reason, Gonzéalez-
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Menéndez and Martinez-Gonzélez (2012) recommend s$tr@nger government
sanctions, combined with more effective equalitgngl within companies, are required

for the quota to be met.

In this sense, Gonzalez-Menéndez and Martinez-Gemz@012) analysed the
Spanish Labour Force Survey and reported thatrésepce of women directors on the
listed firms' corporate boards rose from 56% i©2@o0 10°40% in 2010. In the same
vein, De Anca (2008) examined 127 listed compame®006, including the Ibex 35
firms, and documented that only 5'1% of the membarshe Ibex 35 BD’s were
women directors, while the non-lbex 35 companied 6% women in BD's. The
United Nations Report (2010) documented that tlpqrtion of women increased from
6 per cent in 2007 to only 10 per cent on Spangsrds in 2009.

2.3. THEORETICAL BACKGROUND AND PREVIOUS LITERATURE

The salary structure of developed countries shogegpain pay as a consequence of a
higher influence in supply and the demand. For desdhe remunerations received by
males have been, and are, greater than those afdengiving rise to a gender gap in
pay. De Pablos (2001) documented that the salagived by women was smaller than
men’s and in 40% of the cases, the women’s compiensavas below the minimum
salary. Amarante and Espino (2001, 2002) obserhadt the Uruguayan job market
exhibited an important gender gap in pay. The tvastmelevant economic approaches
that explain male-female wage differences in thenganies are the human capital

theory (Terjesen et al., 2009) and occupationaleggdgion.

In this sense, previous studies that have analgseder gap in pay in developed
countries (Blau and Kahn, 1992) have reported thast of the gender gap in pay is
explained by human capital theory (Amarante andrtes®2002; Garcia et al., 2001,
Varela et al., 2010) and occupational segregati@ory (Bayard et al., 1999; De la
Rica, 2007; Palacio and Simén, 2006).

Human capital theory posits that individuals inviesthemselves, building up their

own stock of knowledge, experience and skills dher years (Becker, 1964). Human
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capital can be acquired either by years of educaliattainment, or in the labour
market, measured in terms of years of experiencgniority in a given job. For this
reason, individuals can increase their productilitjearning work skills while they are
on the job. However, women tend to invest lessuman capital than men, mainly
because they take on a greater share of domesponsibilities and are less committed
to their careers (Lips, 2003; Wood et al.,, 1993urk® (2000) argues that board
selectors held the assumption that women lack adeghuman capital for board
positions. This argument is empirically supportgdvidestphal and Milton (2000) and
Singh et al. (2008), who reported that women dimectare less likely to have top
manager or focal director experience than men wirecIn the same vein, Catalyst
(1993) showed that CEOs were reluctant to appoiomen as directors of BD’s
because they believe that females are unquali@adi (1990) and Heilman and Haynes
(2005) documented that in a male dominated contemtale with work experience can
neutralize negative opinions about women’s perforcea but they are presumed to be
less competent than men. Thus, women begin thesecawith less human capital than

men and reap less compensation than men (Tharédby E994).

Hillman et al. (2002) showed that groups such am&m can compensate for the
effects of discrimination and subjective bias itesgon procedures if they gain post-
graduate qualifications. However, Hernandez (198&nonstrated that graduate men
earned much more than women with the same uniydraihing. Similar evidence was
reported by Zelechowski and Bilimoria (2004). Gareit al. (2001) showed that the
gender gap in pay in Spain is higher for more gdiwomen. Palacio and Simén (2002)
and Ullibarri (2003) provide similar evidence. Acdmg to CES (Consejo Econdmico
and Social, 2011), the gender gap in pay was exdilat all training levels and it was
greater when women were more trained. Contrarhitodvidence, Gardin and Del Rio
(2009), Gonzalo and Pons (2005) and Ullibarri (90@ported that between graduate
men and women, there was not a gender gap in payt Wwas exhibited among women

with elementary education.

Singh et al. (2008) showed that women had minorde@xperience but not less
business experience than men. Studies such as [Becdaand Ugidos (1995) and

Hernandez (1995) demonstrated that women obtaineigler salary as they gained
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more experience in the company, and thereforegéimeler gap in pay was reduced. In
addition, Hernandez (1995) demonstrated that whenraan’s work contract lasted at
least two years, their salary was increased, wthi of men did not. Alaez and
Ullibarri (1999) analysed whether all Spanish regiexhibited a gender gap in pay and
reported that women’s experience was less than snerperience in all regions.
Moreover, the authors demonstrated that the diffexein experience between males
and females was caused because women retired tve avorking life in order to take
care their children, which is one of the most int@ot factors explaining the gender gap
in pay. Simén et al. (2005) documented that theaaee salary earned by women was
similar to men’s salary when both had less expeden their jobs. According to Ortega

(2007), experience was a key factor in establisthiegpay of males and females.

Regarding women’s seniority, it is expected thatvasnen have more seniority, the
gender gap exhibited in pay is smaller. The redsothe low seniority of women is the
tardy incorporation of women into the labour markatl their commitment to family
life. In this sense, De la Rica and Ugidos (199%)veed that men with more seniority
earned much more than women. The authors alsotesbtrat when women had the
same education and seniority as men, the reduofidhe gender gap in pay is 50%.
According to CES (2011), the gender gap in pay betwnales and females was higher

as the seniority between them increased.

The occupational segregation approach excludes wdram certain kinds of work,
so that they tend to be concentrated in low-paidupations (Dolado et al., 2004;
Leaker, 2008; Olsen et al., 2009). Segregation axése as the result of employer
discrimination in hiring and promotion, or from hamcapital differences in education
levels. In addition, occupational segregation cendbvided between horizontal and
vertical: the first analyses how men and women distributed according to their
occupation, and the second examines the distributfanale and female according to
the hierarchical level within the organisation. Téastence of a gender gap in pay in
some occupations may be due to women being disgedrdom entering high-wage
occupations by discriminatory barriers. Jurajda 0@0 demonstrated that the

segregation of women in low-paying occupations was third of the total wage gap.
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Simén (2006) reported that occupational segregatias a key factor in the gender gap
in pay.

Authors such as Groshen (1991), Johnson and Sa&l#6) and MacPherson and
Hirsch (1995), among others, documented that meh higher wages than women,
since women were employed in jobs where averagemmemtion was lower. Palacio
and Simon (2002) concluded that the gender ga@ynim most of the cases is due to
the way men and women are distributed within tHeolst market, since women are
concentrated in jobs with low salaries. In the sa®ia, previous studies (Bayard et al.,
1999; De la Rica, 2003) showed that women earrsedttean men because females were
concentrated in low-paid occupations. Bell (2008ndnstrated that executive women
with the same education and occupation earnedttess executive men. Simon et al.
(2005) concluded that the segregation of womereas®d in low-paid occupations and
in those jobs where there were a high number of @or@®rtega (2007) reported that the
higher the occupational segregation, the highergéwder gap in pay. Thus, in those
jobs with a high concentration of men, the gendsy o pay exhibited will be higher.
Alaez and Ullibarri (1999) showed that women earth@éb less than men when both

occupied the same job and had the same education.

Bell (2005), Bird et al. (2007) and Castafio et(2008) demonstrated that of men
and women directors, females earned less than midego et al. (2005) analysed the
gender gap in pay in six Latin American countriad aeported that the gender gap in
pay per hour was reduced in Argentina, Brazil, @Gdi@, Honduras and Uruguay, but
in Costa Rica it considerably increased. In addjtithey demonstrated that in
Argentina, Colombia and Honduras, the average vpagehour of women was higher
than of men, except for housekeepers. Palacio amérS(2006) showed that in the
period 1995-2002, men earned higher salaries themen in the same hierarchical
level and occupation, while Bird et al. (2007) doented that female accountants
earned $24 per hour less than male accountantse Isame sense, Castafio et al. (2008)
revealed that executive women received 42% lesbefvage than men. Porto et al.
(2010) demonstrated that women directors earnefdfess than male directors, and

the gender gap in pay was lower when the hieraathegel was lower.
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2.4. HYPOTHESES DEVELOPMENT

Board membership: percentage of female directorstoe board and presence

of women on the Nomination and Compensation Comentt

Although women were scarcely represented on compaayds until comparatively
recently, their numbers have risen over the lasiade or so as they have become
progressively better qualified. Mateos et al. (20@und that only 6.61% of directors in
the 1.085 largest Spanish firms were women. MedewaBtatistics published by the
Spanish National Institute of Statistics (INE, 2p&Bow that women made up 10°3% of
directors in IBEX 35 companies, which is still lobut nonetheless a considerable

improvement — in 2005 less than 2% were women.

The percentage of female directors on BD may bengportant factor for the
supervision and control of the board’s activitidsldms and Ferreira, 2009; Schwartz-
Ziv, 2011). In this sense, research has foundwmahen on boards have an important
influence on firm performance (Adler, 2001; Adanddrerreira, 2003; Campbell and
Minguez, 2008; Carter et al., 2003; Catalyst, 20atrel and Hersh, 2005; Shrader et
al., 2007; Krishnan and Park, 2005), financial répg quality or fostering good
corporate practice (Burgess and Tharenou, 2002glRery and Rumery, 1996) and
dividend policy (Van Pelt, 2013; Wellalage et #Q12), among others. Given the
importance of women on boards in allocating capatorporations, as well as their
role in firm governance, an understanding of howeirtipresence in boards affects the

gender pay gap is undoubtedly needed.

Most studies that focus on wage disparity betweaferand female report that men
earn significantly more than women, although soesearchers argue that men and
women receive similar compensation at managemeatsiéBowlin and Renne, 2008).
Blau and Khan (2001) demonstrated that the impl¢atiem of a gender quota in BDs
could develop egalitarian wage structures, andaedioe gender gap in pay. Bilimoria
(2006) found a positive association between fentagorate board members and
women among the top corporate earners, exhibitingmaller gender gap in pay.

Terjesen and Singh (2008) show that boards witlglaei representation of women are
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more likely to have women in senior managementsandller gender pay gaps. Smith
et al. (2011) revealed that for the small and s$etpoup of CEOs the gender
compensation gap decreased slightly. Jacobs (1@&®2pnstrated a narrowing of the
gender pay gap among directors that is correlatiéd avsubstantial rise in the number
of female directors. In the same vein, Cohen anffnkrhn (2007) demonstrated that as
the representation of female directors increaskd, dender wage gap narrowed.
According to Jordan et al. (2007), for women wheeheeached a seat on the board, no

gender pay gap exists, as females are paid viyttlel same as their male counterparts.

Fondas and Sassalos (2000) indicated that womehttehave higher expectations
regarding their responsibilities as directors, Wwhinay induce them to expend more
effort on their tasks. Similarly, Huse and Solb€R&906) showed that women on
corporate boards are better prepared for board imgsethan men; thus, female
representation may improve board behaviour anct@fEness. According to Ittonen et
al. (2010), gender diversity may improve the eéfigy of corporate boards simply
because female directors, in general, are presymdaldghly competent and
hardworking. In this sense, Ye et al. (2010) prevaVidence that companies with a
higher proportion of women directors perform bettean those without gender
diversity, and Nielsen and Huse (2010) illustratkdt women’s presence on a BD
reduces conflicts between the members of the balaug, promoting best practices in
the company. Thus, we presume that female directag improve the monitoring
activities of the BD and as a result, it is mokely that they can narrow the gender gap
in pay. Hence, based on the arguments and evideesented above, we hypothesize

that a higher percentage of women directors ondsoaill decrease the gender wage

gap:

Hypothesis 1: Firms with a greater percentage ahdk directors on their
boards will be more likely to have a smaller gengay gap among directors of the
Board.

On the other hand, the pay of directors on the decan be a bone of contention
between managers and shareholders. The SpanisiedJGibde of Good Governance

(CUBG, 2006) recommended the inclusion of womeradmoard and its committees,
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assigning responsibility for selection processesh® Nomination Committee, which
should seek to recruit candidates with the requmedessional profile while avoiding
gender discrimination at all times. Meanwhile, @sgbility for proposing directors’

and executives’ pay lies with the Compensation Cdtem

According to Klein (2003), Compensation Committesbould not confine
themselves to moderating directors’ pay, but shaifb take responsibility for the
design of remuneration structures capable of imgsitig behaviour in line with
shareholders’ interests and rewarding enhancedéssiperformance. Among others,
Arrondo et al. (2008), Conyon (1997), Klein (1988 Kose and Lemma (1998) found
that the presence of a Nomination and Compens&mmmittee did in fact rein in
directors’ pay. Shin (2012) shows that the gendgr ig executive pay is smaller when
a greater percentage of women sit on the Compens@ommittee of the board, which

is the group responsible for setting executive cemsgtion.

As shown above, the previous evidence about tlaioakhip between the presence
of women directors on the Compensation Committekth@ gender wage gap is scarce.
However, we predict that the presence of womerherNlomination and Compensation
Committee will increase the gender pay gap amorgydommembers for two reasons.
The first reason is because women are less likeitton Compensation Committees
than men (Adams and Ferreira, 2009), and this mgeisvomen directors have less
involvement in setting boards members pay and sohach influence over the design
of board director's compensation as their male tenparts, and consequently, they
cannot put pressure on their male counterpartsderdo get equal salaries for all board
members. Secondly, according to Kulich et al. (30bfembers of the Compensation
Committee, mainly men, may feel the need to offatendirectors higher compensation
compared to that offered to female directors, mheotto attract and retain male directors
on the board, since male directors on Compensdaliommittees perceive female
leaders to be less instrumental in achieving palgticcorporate outcomes. In light of

the above, we propose the following hypotheses:
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Hypothesis 2: Firms with the presence of women lo Momination and
Compensation Committee will be more likely to hagreater gender pay gap among

directors of the Board.

Educational level of female independent directors

As women have joined the labour market in increpsiombers in recent decades,
they have become progressively better qualifiethbwaihg them to rise above their
historical situation, which confined them largely basic education and domestic
concerns. Education, a human capital variableithpositively related to the ability of
the manager, has a clear effect on pay (Coelhd,e2G10). Education can potentially
increase earning power, and women are specifiealtpuraged to use education where
possible to increase their earning potential (LE¥X)8). If educational qualifications are
important determinants of performance in a company, if females have higher levels
of qualifications (Blau and Kahn, 2007), then womueill earn higher wages

(Arulampalam et al., 2007). As a consequence, émeler wage gap can be reduced.

In this sense, Mukhopadhayay (2001) observed tisatgr female education in
Singapore caused a reduction in the gender paySjaplarly, the education received
by Canadian women in the period 1986-1991 was #terchining factor in narrowing
the gap between male and female compensation (@haisd Shannon, 2001). Gardin
and Del Rio (2009), Gonzalo and Pons (2005) andbasti (2003) reported that
between graduate men and women, there was no ggaden pay, but it was seen for
women with elementary education. Alaez and Ullibéi®99) analysed the gender gap
in pay in the different regions of Spain, findirfgetlargest gender pay gaps were in
those regions where both men and women were |lelastaged and the education of
women was similar to that of men (Murcia and Cedtih Mancha). Along the same
lines, the Spanish Economic and Social Council (CE81), Del Rio et al. (2011) and
Simon et al. (2008), among others, found that #redgr-based salary gap narrows with
the level of education. Coelho et al. (2010) alsported that the gender wage gap is
narrower when women have more advanced degreegaSawidence was reported by
other authors (Blau and Kahn, 2007; Chevalier, 208Juierdo and Lacuesta, 2007),
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who showed that improvements in the level of worsequalifications explain a
substantial portion of the narrowing of the gengkey gap.

Contrary to this evidence, Boheim et al. (2007) |J®Rica et al. (2005), Garcia et al.
(2001), Jurajda (2003), Mirta (2003), Ortega (2Q0RPalacio and Simén (2002),
Plantenga and Remedy (2006) and Simoén et al. (2@@®rted that the gender pay gap
is greater among better qualified workers, while&i (2006) found that the gap in pay
between the best educated male and female worlassgveater in Spain than in any
other European country, except Ireland, althoughgédyp was smaller among less well-
qualified workers. Palacio and Simoén (2002) and 2@®7) reported that male-female
pay inequality was greater in both Spain and Kone& only when the women
concerned lacked educational qualifications, bab @among female graduates. De la
Rica (2007), Hernandez (1995) and Lauer (2000) skothiat men earned higher pay
than women even when they were educated to the leaele

Our aim was to investigate the qualifications dfnadmen holding board level office
in listed Spanish firms. However, published Corpo@overnance reports only include
information on the qualifications of independentediors, and we shall therefore
confine ourselves to examining the qualificatiorfstllese women. Human capital
theory argues that one of the explanations forggreder wage gap is the difference in
human capital among individuals, such as educdt@ossley et al., 1994; Lazear and
Rosen, 1990; Mincer and Polachek, 1994). Tharemn@l. €1994) argue that females,
compared to males, have traditionally made feweestments in education and work
experience and this is reflected in lower pay amdnwtion. Thus, based on this
argument and previous evidence, we posit that ttesemce of qualified women
directors on the BD will diminish the gender gappewy, as qualified female directors
may receive top salaries and positions as ofteheassmale counterparts. Consequently,
well-qualified female independent directors willljhenarrow the gender pay gap.

Hence, we posit the following hypothesis:

Hypothesis 3: Firms with a presence of well-quatififemale independent
directors on boards will be more likely to have madler gender pay gap among
directors of the Board.
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Firm sector

The sector in which a firm operates is an imporfaator, as the businesses in which
they engage may influence gender gap in pay (Jaumpdl Harmgart, 2007). Kulich et
al. (2011) examined U.K. listed firms from 19982004 and demonstrated that there
was a significant gender pay gap in executive mostwhen controlling for industry.
Skalpe (2007) analysed 1.866 private firms from tbarism and manufacturing
industries from 1999 to 2001 and showed that fer@&©s were wage-discriminated in
both sectors. Nonetheless, the gender gap in paygseater in tourism companies
because the female CEOs in this industry were eyaglan smaller firms than is the
case in manufacturing. Bertrand and Hallock (2041 found a considerable gender
wage gap in top management, and most of the ggragedifferential was explained by
industry or occupational levels, among other reasteanwhile, Renner et al. (2002)
demonstrated that variations in annual compensabetween female and male

executive directors can be explained by the inchistector.

Contrary to this evidence, Vieito and Khan (201&)arted that there was no gender
wage gap between male and female executive dieectbBD of technology firms.
Similar evidence was reported by Smith et al. (3Giid Holst and Busch (2009), who
after controlling for industry and other charadgas, showed that a gender wage gap

among directors did not exist.

The existing evidence is not conclusive and theegfib is not evident how the sector
in which the company operates can explain the gegde in pay that may exist
between male and female directors of the BD. Camnsetty, we propose the following

hypothesis:

Hypothesis 4: The sector in which the company dperean increase or narrow

the gender wage gap among directors of the Board.
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Geographical region

The compensation of male and female board membaysvary depending on the
geographical region of the company (Lago, 2002)nmalue to differences in the cost
of living and non-monetary conditions of employméefawns and cities are often more
expensive than rural areas (Skalpe, 2007). GomgmMe¢ al. (1987) proposed that

geographical location might affect the executivashpensation level.

In this vein, Holst (2006) examined 80.000 Germamdg and demonstrated that
women and men directors on the board both earmgdfisantly less in East Germany
(former GDR) than in West Germany, but the regiatieiterence was larger for men.
This result suggests that firm location influent®s gender wage gap. In contrast with
this finding, Skalpe (2007) examined Norwegian igmrand manufacturing companies
and showed that the urban location of the compadyndt appear to influence the

gender wage gap among executive directors.

Alaez and Ullibarri (1999) examined male-female pemsation discrimination in
the Spanish regions, finding the widest gendergagps in Catalonia and Murcia and the
smallest in the Balearic Islands and La Rioja. Mdate, Palacio and Simén (2002)
found a significant gender pay gap in large firmosated in Catalonia and Madrid.
Finally, the report of the Spanish National Staisstnstitute entitled INE: Women and
Men of Spain (2012) lists the Autonomous Commusitth the smallest gender pay
gaps as the Canary Islands (13.6%), Extremadur8%d5the Balearic Islands (20.2%)
and Castile-La Mancha (21.9%). The gap was widegtsturias (29.8%) and Aragon
(31.1%).

Internationally, Chu Ng (2004) studied data obtdifieom the Chinese Office of
Statistics for the period 1988-1992, arguing the gender pay gap was widest in
western China, away from the coast, where econgrogress has been slower. In
contrast, they showed that rapid growth along Chieastern seaboard and in the centre
of the country reduced the pay gap. Leaker (2088dnted that women’s compensation
was lower throughout the United Kingdom, and ti&t gender pay gap was widest in

the South-West and South-East of the country.
85



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

Like the firm sector variable, it is not easy taeegict a priori whether a firm’s
geographical region will increase or decrease rfelele compensation differences
between directors, because the gender pay gap diepenthe specific location of each

firm, as the existing literature shows. In thishligwe propose the following hypothesis:

Hypothesis 5: The geographical region in which dmenpany is situated can

increase or narrow the gender wage gap among direabf the Board.

2.5. Methodology and sample

2.5.1 Methodology

We shall use the following model to empiricallyttdee hypotheses proposed above:

REMUit= 0 + BLPERCWBD it 32 PWNCCit +B3ELIWBD (1)it + B4AELIWBD (2)it
+ B5 FSEC (1) it 486 FSEC (2) it 487 FSEC (3) it +38 FSEC (4) it $9 FSEC (5) it
+B10 GREG (1)it 811 GREG (2)it +812 GREG (3)it 313 GREG (4)it 14 GREG
(5)it +B15 SEN(1) it +B16 SEN(2)it $17 SEN(3) it$18 FIRMSIZEit 819 PRODIt
+B20 ROAIt +$21 BDSIZEit +3; a; FIRM, + i

Where the dependent variable, REMUit, is calculated the logarithm of the
difference between the compensation of male analgulirectors in firms listed on the
Madrid Stock ExchandeThe calculation of this variable is based on ahnather than
hourly pay, because that is how the data is predeim the Annual Corporate
Governance Reports published by the firms analy3ée remuneration considered
comprises fixed and variable pay, as well as allmga. The variables used in the

model and the expected signs of each are showabieTL3.
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TABLE 13

Variables Description

Variable Description Exp_ected
sign
INDEPENDENT VARIABLES
PERCWEBD 'é%tgl number of women on the BD’s/Total number afmbers on the
PWNCC Dummy Va_llue (1=P_resence of women on the Nominatard +
Compensation Committee; 0= Otherwise)
ELIWBD (1) Dummy Value (1= Independent women gradu8 = Otherwise) -
ELIWBD (2) Dummy Value (1= Independent women PhB; Qtherwise) -
FSEC (1) Dummy Value (1= Oil and energy; 0 = Othiee)} +/-
FSEC (2) gummy Value (1= Commodities, industry and consfogt 0 = -
therwise)
FSEC (3) Dummy Value (1= Consumer goods; 0 = Othsew +/-
FSEC (4) Dummy Value (1= Consumer Services; 0 =e@ilse) +/-
FSEC (5) Dummy Value (1= Finance and property ser\d = Otherwise) +/-
GREG (1) Dummy Value ( 1 = Northwest; 0 = Otherwise +/-
GREG (2) Dummy Value( 1 = Northeast; 0 = Otherwise) +/-
GREG (3) Dummy Value ( 1 = Madrid; 0 = Otherwise) /- +
GREG (4) Dummy Value ( 1 = Centre; 0 = Otherwise) /- +
GREG (5) Dummy Value ( 1 = East; 0 = Otherwise) +/-
CONTROL VARIABLES
SEN (1) Dummy Value (1= one year of seniority; Oth€wise) -
SEN (2) Dummy Value (1= From two to four years efigrity; 0= Otherwise) -
SEN (3) Dummy Value (1= From five to eight yeafseniority; 0= Otherwise) -
FIRMSIZE Log of total assets (in thousands of Eyjros +
PROD Log (Turnover/ Number of employees) +
ROA Ordinary result/Average of total assets +
BDSIZE Total number of directors on the BD’s +

2.5.2 Independent and control variables

2.5.2.1 Independent variables

Percentage of female directors on the board
This variable is denoted by “PERCWBD” and it isazdated as the ratio between the
total number of female directors on the board d®dtbtal number of directors on the
board. It is expected to be negative, as we pretet the gender pay gap between

directors will narrow given an increase in the petage of female board members.
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Presence of women on the Nomination and Compensati€ommittee
Female membership of the Nomination and Compensat@ommittee is
approximated by the variable “PWNCC”, defined aduanmy variable which takes a
value of 1 if the members of the committee incladg women and 0, otherwise. This
variable is expected to be positive, as we pretthiat the presence of women on the
Nomination and Compensation Committee will incretdise gender pay gap between

directors.

Educational level of female independent directoraithe Board of Directors

“ELIWBD” represents the educational level of femaldependent directors on the
board. As explained above, we have only considehed qualifications of female
independent directors because this is the only dagarding the education of board
members contained in Corporate Governance Rep&tdWBD” is calculated as a
categorical variable, and we have therefore cre@tdddichotomous variables. Having
created the dichotomous variables, the next stapeastablish the reference category we
wish to compare with the other categories. We haeassified educational level as
follows: ELIWBD (0) = no details of female indepead director qualifications in the
Corporate Governance Report; ELIWBD (1) = BA/BSegeke; and ELIWBD (2) =
Phd. The reference category is ELIWBD (0). Thealalg is expected to be negative, as
the gender pay gap between directors will be nagrpthe better qualified the female

independents serving on a firm’s board.

Firm Sector

The business sector variable was defined on thie bathe Madrid Stock Exchange
classification: FSEC (1) = Qil and energy;, FSEC £2Commodities, industry and
construction; FSEC (3) = Consumer goods; FSEC @prsumer services; FSEC (5) =
Financial services and property (excluding bankbjctw do not form part of the
sample); and FSEC (6) = Technology and telecomnatinits. The value of the dummy
variables is 1 if the company belongs to the seittajuestion and O otherwise. The
reference category is FSEC (6). We expect thisabéi to be both positive and
negative, as the salary gap may increase or dectEgsending on the sector to which

the firm belongs. The sector classification is shawTable 14.

88



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 14

Classification of the sector

Qil
. Energy and gas
. Renewable energy

SECTOR 1 Oil and Energy

. Minerals, metals and transportation
. Production equipment godos

. Construction

SECTOR 2 Commodities, industry and constructiod. Materials of construction

. Chemical industry

. Engineering and others

. Aerospatiale

WNPRPWwN R

. Foods and drinks

. Textile, dress and shoes

. Paper and graph arts

. Pharmaceutical products and
. Others consumers godos

SECTOR 3 Consumer godos

. Leisure, tourism and hotel industry
. Retailer trade

. Media and advertising

. Transport and distribution

. Motorway and car park

. Other services

SECTOR 4 Consumer services

. Bank and savings bank
. Insurance

. Portfolio and holding

. SICAV

. Real estate and others
. Investment services

SECTOR 5 Financial and property services

OO A WDNPEPO OO WNEROPMWDNIERER|INO O

SECTOR 6 Technology and telecommunications 1. Telecommunications and others

2. Electronic and software

Geographical region
This variable is denoted by “GREG” and is basedten Autonomous Community
(political region) in which the firm is located. lfewing Pagan (2007) and Arrazola and
Hevia (2009), we have grouped the Autonomous Conitieganinto seven macro-
regions: Northwest, Northeast, Madrid, Central 8p&iast, South and Canary Islands.
Although we initially intended to follow this clafisation, we found that none of the
firms in the sample is in fact registered in then&% Islands. As a result, we included

the Canaries in the South, leaving only 6 regidi classification of the six regions is
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therefore as follows: GREG (1) = Northwest; GREG £2Northeast; GREG (3) =
Madrid; GREG (4) = Centre; GREG (5) = East and GREB5= South and Canary
Islands. Table 15 details the six regions and théoAomous Communities that form
each. Like educational level and sector, regioa categorical variable. The reference
category is GREG (6). This variable is again expat¢b be both positive and negative,
as the salary gap may widen or narrow dependirth@firm’s geographical region.

TABLE 15

Classification of the Regions

Label Area Region

GREG (1) NORTHWEST Galicia, Asturias, Cantabria

GREG (2) NORTHEAST Pais Vasco, Navarra, La Riofaggén

GREG (3) MADRID Madrid

GREG (4) CENTRE Castilla y Ledn, Castilla la MancBatremadura
GREG (5) EAST Cataluiia, Comunidad Valenciana, Baka

SOUTH AND THE CANARY

GREG(®) |sLanDs

Andalucia, Murcia, Ceuta, Melilla y Canarias

2.5.2.2 Control variables

To test the model, we have included five contralialdes which could influence

male-female differences in compensation.

Seniority of women on the board

The first control variable considered is seniorityhich is a key factor in the
promotion of both men and women. It is thereforédcexpected that a longer period of
service in a firm will open the way to positionsresponsibility and will also reduce the
gender pay gap. Alaez and Ullibarri (1999) clairattthe gender pay gap is greater in
those regions where women’s job seniority is shotian men’s. Barceinas et al.
(2000), Lauer (2000), Mirta (2003), Simén (20063 &imon (2009) found that women
were likely to earn less than men where they hadtsiess time in their jobs. Likewise,
De la Rica and Ugidos (1995), Miyoshi (2008), Markd Turner (2004) and Olsen et

al. (2009) concluded that men with longer servicéhwheir firms earned higher
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salaries. According to CES (2011), the gender pay between men and women
widened considerably as their job seniority incegias

This categorical variable is denoted by “SEN”. Tdhessification is as follows: SEN
(0) = No period of seniority; SEN (1) = One yeas&niority; SEN (2) = Two to four
years’ seniority and SEN (3) = Five to eight yeashiority. These variables take a
value of 1 if female directors have the seniontglicated in the year considered and O,
otherwise. The reference category taken to medbigeategorical variable is SEN (0).
We expect this variable to be negative. HenceJdhger a female director’s seniority,
the greater the reduction in the gender pay gapldhioe because the inclusion of
experienced female directors on the board will piirshs to comply more strictly with
the gender equality legislation applicable to listmmpanies, and to eliminate male-

female compensation differences.

Firm size

The size of the firm is also used as a controlalde. Size is sometimes associated
with a firm’s business and financial charactersstiand it may therefore affect the
gender pay gap. In this regard, Gardin and del (R099), Mirta (2003), Monk and
Turner (2004), Pagan (2007) and Palacio and Sirg602) showed that male-female
compensation differences were greater in largesfifsheanwhile, Gartner and Stephan
(2004) concluded from an analysis of German congsathiat the gender pay gap grew
wider, the larger the firm. Bell (2005) found tHatn size and the disproportionately
small number of female CEOs and company chairwowene responsible for between
50 and 60% of the gender pay gap. Heinze and WGli @) also reported that the
gender pay gap was wider in large German concatngie same time showing that
male-female compensation differences were smatiefamily firms. However, CES
(2011) observed that male-female compensation rdiffees were greater in Spanish
SMEs with less than ten employees. Similarly, Adonet al. (2008), Fernandez
Méndez et al. (2011) and Pucheta and Narro (20idyved that a firm’s size had a
positive and significant influence on directors’ypalrhe variable is denoted by
“FIRMSIZE” and is calculated as the logarithm oéthrm’s total assets. It is expected

to be positive, as the gender pay gap among dieewiidl be greater the larger the firm.
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Employee productivity

The third control variable used to study the germsrgap is employee productivity,
which is denoted by “PROD” and is measured as dgarithm of the ratio of turnover
to the firm’s total number of employees, followiMateos et al. (2007). The flexibility
and effectiveness of the labour market are essetttinsure that employees are
assigned efficiently in the economy. Furthermoremg$ need to draw on their
employees’ skills and training, and to incentivigerformance, taking into account
compensation equality between men and women. Exagnansample of companies in
Mexico, Blomstrom (1985) showed that foreign firmere 79% more efficient in their
use of labour than their local peers due to factush as training and the level of
business concentration. Haltiwanger et al. (1998)zo et al. (2006) and Newell and
Relly (1996) all found that the personal charast@s of employees contributed
significantly to explaining differences in prodwaty between firms. Meanwhile,
Doménech (2008) revealed that firms whose employess better trained were more
productive. Guisan and Aguayo (2008) observed phatluctivity per employee was
very low in Spain compared with other developedneooies. Fan and Lui (2003)
showed that the gender pay gap narrowed when tdaigtivity of female employees in
Hong Kong rose compared to their productivity asceed by their male peers.
Likewise, Monk and Turner (2004) found that maleéde compensation differences

decreased as employee productivity increased ithS¢area.

This variable is expected to be positive, as weetstdnd that employee productivity
gains will raise directors’ pay, given their respitility for management. However, the
gender pay gap will also widen, as the positiongreftest responsibility on company
boards are usually occupied by men, who are thexelikely to be credited with

successfully raising productivity.

Return on assets
Return on assets is another of the control varsabtmsidered, reflecting the firm’s
profitability in terms of income generated for eveturo invested in assets. This
variable is denoted by “ROA” and is calculated Bs tatio of ordinary income to
average total assets, although some authors, suglaazaque et al. (2008), calculate it

as the ratio of the operating margin to total ass@éfe expect this variable to be
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positive, because an increase in a firm’s profitgbwill result in higher compensation
for directors and a proportional widening of thender pay gap. Arrondo et al. (2008)
and Fernandez Méndez et al. (2011) show that tiukenr®n assets has a positive and

significant effect on directors’ pay.

Board size

The last of the control variables considered issilze of the board, as the number of
directors may affect control and management of firre. The board is the body
responsible for safeguarding the interests of thareholders and controlling the
management team (Salas, 2002). The Spanish Cod&ooi Governance (CUBG,
2006) recommended that boards should have notHassfive members and not more
than fifteen. However, Burke et al. (2001) and Alrdhaki and Joshi (2004) argue that
boards should have between three and six membeadsMarino et al. (2009) found
evidence to support a size of between three andtywe/o directors. Some studies (e.g.
Eisenberg et al., 1998) have shown that the nurnobdsoard members can affect
supervisory and control functions, and the presefi¢eo many directors may therefore
hinder coordination and decision-making. Howevéngeo authors (e.g. Sanchez et al.,
2008) have claimed that a larger number of dirsctoay permit more efficient control
of the board’s functions. Sanchez et al. (2008) alsowed that the size of the board
was positively related with executive pay, while é5u (2010) found a positive
association between board size and directors’ palga United Kingdom. Board size is
denoted by “BDSIZE”. This variable is calculated #e total number of board
members. It is expected to be positive, as a ldogard is likely to have more male
members and, therefore, women will be in a minoahd will be less well able to

ensure compensation equality between male and éedivactors.

Firm Fixed Effect
The firm fixed effect control variable, denoted tHIRM”, is intended to capture
unobservable and fixed characteristics of firmg thay potentially be correlated with
the dependent variable. Specifically, we includaryi@dicator variables to control for

yearly differences.
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2.5.3 Sample

The initial sample comprised 1.392 firms/year listen the Madrid Stock Exchange
between 2004 and 2011, inclusive. The informatices vobtained from the public
registries kept by the Spanish National Securitiesket Commission (CNMV), from

the SABI data base and from corporate websitesleTHb contains a description of the

sample.

TABLE 16

Sample Description

2004 2005 2006 2007 2008 2009 2010 2011 TOTAL

Initial sample of companies 174 174 174 174 174 174 174 174 1392

Companies excluded (109) (106) (115) (105) (104) (111) (110) (117) (877)

Industrial companies| 93 90 99 89 88 95 94 101 749

Financial companies| 16 16 16 16 16 16 16 16 128

Final sample of companies 65 68 59 69 70 63 64 57 515

As may be observed in Table 4, the initial sampl&.892 firms/year did not include
financial institutions because they are under gppacirutiny by financial authorities that
constrain the role of their board of directors dretause of their special accounting
practices. A further 749 industrial firms were exd#d because not all the data
necessary to test the model could be obtainedttentinal sample thus comprised 515
observations. Most of the industrial firms werecdisled because their Corporate

Governance or Annual Reports did not contain detdidirectors’ pay.

2.6. ANALYSIS OF RESULTS

2.6.1 Descriptive statistics

Table 17 shows the descriptive statistics for thehatomous and continuous

variables.

94



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 17

Descriptive Statistics

Variable Mean gtaf.‘d'?“d
eviation

Panel A: Dummy variables
PWNCC 0.107 0.309
ELIWBD (0) 0.860 0.307
ELIWBD (1) 0.082 0.274
ELIWBD (2) 0.058 0.234
FSEC (1) 0.097 0.296
FSEC (2) 0.301 0.459
FSEC (3) 0.295 0.457
FSEC (4) 0.091 0.288
FSEC (5) 0.155 0.363
FSEC (6) 0.060 0.238
GREG (1) 0.047 0.211
GREG (2) 0.157 0.364
GREG (3) 0.520 0.500
GREG (4) 0.025 0.157
GREG (5) 0.175 0.380
GREG (6) 0.076 0.265
SEN (0) 0.660 0.448
SEN (1) 0.097 0.296
SEN (2) 0.169 0.375
SEN (3) 0.074 0.262

Variable Mean Star_ldgrd Percentile Percentile Percentile

deviation 25 50 75

Panel B: Continuous variables
REMU 6.914 1.281 6.270 7.009 7.723
PERCWBD 0.030 0.067 0.000 0.000 0.000
FIRMSIZE 13.132 1.851 11.718 12.851 14.416
PROD 5.727 1.690 4,951 5.672 6.714
ROA 0.060 0.448 -0.006 0.021 0.071
BDSIZE 10.383 3.506 8.000 10.000 12.000

Mean, standard deviation and quartiles of the manmbles. PWNCC: Variable presence of women on
the Nomination and Compensation Committee, whicbalsulated as a dummy variable that takes the
value 1 if there is presence of women on the Notiinaand Compensation Committee and 0, otherwise;
ELIWBD (0): Variable educational level of indepemtlevomen on the Board of Directors, which is
calculated as a dummy variable that takes the valifeindependent female directors do not provide
information about their educational level in ther@wrate Governance Report and 0, otherwise; ELIWBD
(1): Variable educational level of independent waroe the Board of Directors, which is calculatechas
dummy variable that takes the value 1 if indepahdemale directors have a degree and 0, otherwise;
ELIWBD (2): Variable educational level of indepemtiavomen on the Board of Directors, which is
calculated as a dummy variable that takes the vhiiendependent female directors have a doctaate

0, otherwise; FSEC(1): Variable firm sector, whisha dummy variable that takes the value 1 if the
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company operates in the oil and energy sector anth@rwise; FSEC(2): Variable firm sector, whishai
dummy variable that takes the value 1 if the corgpaperates in the basic materials, industry and
construction sector and 0, otherwise; FSEC(3): atde firm sector, which is a dummy variable th&esa
the value 1 if the company operates in the consiwgoeds sector and 0, otherwise; FSEC(4): Variable
firm sector, which is a dummy variable that takies value 1 if the company operates in the consumer
service sector and 0, otherwise; FSEC(5): Varifibte sector, which is a dummy variable that takes t
value 1 if the company operates in the financeraatlestate sector and 0, otherwise; FSEC(6): Wria
firm sector, which is a dummy variable that takes value 1 if the company operates in the techiyolog
and telecommunication sector and O, otherwise; GREG Variable geographical region, which is a
dummy variable that takes the value 1 if the comgpanlocated in the North-Western region and O,
otherwise; GREG (2): Variable geographical regiwhjch is a dummy variable that takes the value 1 if
the company is located in the North-Eastern regiod 0, otherwise; GREG (3): Variable geographical
region, which is a dummy variable that takes thieesd. if the company is located in the Madrid regio
and 0, otherwise; GREG (4): Variable geographiegiian, which is a dummy variable that takes the
value 1 if the company is located in the Centreare@nd 0, otherwise; GREG (5): Variable geograghic
region, which is a dummy variable that takes thee/d if the company is located in the East regiod

0, otherwise; GREG (6): Variable geographical ragiwhich is a dummy variable that takes the value 1
if the company is located in the South and the Galsdands region and 0, otherwise; SEN (0): Vdaab
seniority, which is a dummy variable that takeshkie 1 if women directors on the Board of Diresto
do not have seniority and 0, otherwise; SEN (1yiakde seniority, which is a dummy variable thdtea
the value 1 if women directors on the Board of Bioes have one year of seniority and 0, otherwise;
SEN (2): Variable seniority, which is a dummy val&@that takes the value 1 if women directors an th
Board of Directors have from two to four years ehigrity and 0, otherwise; SEN (3): Variable seityor
which is a dummy variable that takes the valuevidmen directors on the Board of Directors havenfro
five to eight years of seniority and 0, otherwiREMU: Variable gap in pay between male and female
directors on the Board of Directors and is caladads the log of the difference between male amalie
director's compensation in the Board of Directd?®&RCWBD: Variable percentage of women directors
on the Board of Directors and is calculated asr#ii® between the total number of female directors
the Board of Directors and the total number of cives on the Board of Directors; FIRMSIZE: Variable
firm size and is calculated as the log of totaktsgin thousands of Euros); PROD: Variable empioye
productivity and is calculated as the log of (Tw@dNumber of employees); ROA: Variable Return on
Assets and is calculated as the ratio between anylinesult and average of total assets; BDSIZE:
Variable size of the board and it is calculatethastotal number of directors on the Board of Dives.

Panel A of Table 17 shows that 11%, on average,thef Nomination and
Compensation Committees have a female presenderrits of educational level, an
average 86% of female independent directors diddisalose their qualifications in the
Corporate Governance Report, 8% were graduates6&ndheld doctoral degrees.
Meanwhile, 10% of the firms in the sample belonged=-SEC (1) (Oil and energy),
30% each to FSEC (2) (Commodities, industry andstrantion) and FSEC (3)
(Consumer goods), 9% to FSEC (4) (Consumer selyité8o to FSEC (5) (Financial
and property services), and 5% to FSEC (6) (Teduyland telecommunications).
52% of the firms are located in the Madrid regi@REG (3)), 17% in the East of Spain
(GREG (5)), 16% in the Northeast (GREG (2)), 8%the South and Canary Islands
(GREG (6)), 5% in the Northwest (GREG (1)) and 3?the Centre (GREG (4)). 10%
of female directors had one year’s seniority, 178d hetween two and four years’ and
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7% between five and eight years’ seniority, whi@@®had no previous experience as a

board member.

As may be observed in Panel B of Table 17, the nhegarithm of compensation
differences between male and female directors 944’ which is to say that the pay
received by men is on average 6’914 times highan tthe women’s pay. Also, the
average percentage of women by board is 3%, anduwiiege company size is 13’130
(Ln of total assets), the productivity per employ®®&’730, the return on assets is 6%

and boards have 10’38 members on average.

2.6.2 Univariate Analysis

Table 18 shows the mean values of the independehtcantrol variables for the
firms in the sample, as well as the results of gheametric t test for the continuous
variables, and Pearson’s Chi-squared for the dichotis variables to test for the
presence of differences in means. The median (aDth)e difference in the logarithm

of male and female directors’ pay was used to eréead two groups.
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TABLE 18

Mean Difference for Independent and Control Variabkes

Median of the gender Median of the gender

Variable gap in pay in the Board gap in pay in the Board Mean Un|_\r/:2ta e

of Directors >=7,01 of Directors <7,01 difference (Sig.)

(N = 259) (N = 256) 9-

PERCWBD 0.032 0.028 0.004 0.819
' ' ' (0.413)

1.524

PWNCC 0.127 0.086 0.041 (0.128)

ELIWBD (1) 0.926
0.093 0.070 0.023 (0.355)

ELIWBD (2) 3.774***
0.097 0.020 0.077 (0.000)

6.441***

FSEC (1) 0.178 0.016 0.162 (0.000)

0.009

FSEC (2) 0.301 0.301 0.000 (0.993)
-4.409***

FSEC (3) 0.208 0.383 -0.175 (0.000)
2.260**

FSEC (4) 0.120 0.063 0.057 (0.024)
-1.762*

FSEC (5) 0.127 0.184 -0.057 (0.079)

-0.029

GREG (1) 0.046 0.047 -0.001 (0.977)
-1.875*

GREG (2) 0.127 0.188 -0.061 (0.061)
7.250%**

GREG (3) 0.672 0.367 0.305 (0.000)
-3.135%**

GREG (4) 0.004 0.047 -0.043 (0.002)
-3.579***

GREG (5) 0.116 0.234 -0.118 (0.000)

0.551

SEN (1) 0.104 0.090 0.014 (0.582)

0.528

SEN (2) 0.178 0.160 0.018 (0.598)
1.989**

SEN (3) 0.097 0.051 0.046 (0.047)
14.661***

FIRMSIZE 14.131 12.122 2.009 (0.000)
3.776***

PROD 6.003 5.448 0.555 (0.000)
2.015**

ROA 0.100 0.021 0.079 (0.044)
11.950%***

BDSIZE 12.008 8.738 3.270 (0.000)

Means Comparison Test. PERCWBD: Variable percent@fgeromen directors on the BD’s and is
calculated as the ratio between the total numbéeragle directors on the BD’s and the total nurrdfer
directors on the BD’s; PWNCC: Variable presencemoimen on the Nomination and Compensation
Committee, which is calculated as a dummy varidtde takes the value 1 if there is presence of wome
on the Nomination and Compensation Committee anatt@®rwise; ELIWBD (1): Variable educational
level of independent women on the BD'’s, which ikgkated as a dummy variable that takes the value 1
if independent female directors have a degreefatherwise; ELIWBD (2): Variable educational leve
of independent women on the BD'’s, which is cal@dahs a dummy variable that takes the value 1 if
independent female directors have a doctorate aath8rwise; FSEC(1): Variable firm sector, whistai
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dummy variable that takes the value 1 if the corgpaperates in the oil and energy sector and O,
otherwise; FSEC(2): Variable firm sector, whichasdummy variable that takes the value 1 if the
company operates in the basic materials, industidy @nstruction sector and 0, otherwise; FSEC(3):
Variable firm sector, which is a dummy variabletttekes the value 1 if the company operates in the
consumer goods sector and 0, otherwise; FSEC(4)aba firm sector, which is a dummy variable that
takes the value 1 if the company operates in theswmer service sector and 0, otherwise; FSEC(5):
Variable firm sector, which is a dummy variabletttekes the value 1 if the company operates in the
finance and real estate sector and 0, otherwiseE@RL): Variable geographical region, which is a
dummy variable that takes the value 1 if the comgpianlocated in the North-Western region and O,
otherwise; GREG (2): Variable geographical regiwhjch is a dummy variable that takes the value 1 if
the company is located in the North-Eastern regiod 0, otherwise; GREG (3): Variable geographical
region, which is a dummy variable that takes thieerd. if the company is located in the Madrid regio
and 0, otherwise; GREG (4): Variable geographiegiian, which is a dummy variable that takes the
value 1 if the company is located in the Centreore@nd 0, otherwise; GREG (5): Variable geograahic
region, which is a dummy variable that takes theie/d if the company is located in the East regiod

0, otherwise; SEN (1): Variable seniority, whichasdummy variable that takes the value 1 if women
directors on the BD’s have one year of seniorityf @notherwise; SEN (2): Variable seniority, whista
dummy variable that takes the value 1 if womenales on the BD’s have from two to four years of
seniority and 0, otherwise; SEN (3): Variable sehjowhich is a dummy variable that takes the ealu

if women directors on the BD’s have from five tglai years of seniority and 0, otherwise; FIRMSIZE:
Variable firm size and is calculated as the logatél assets (in thousands of Euros); PROD: Vagiabl
employee productivity and is calculated as thedb@Turnover/Number of employees); ROA: Variable
Return on Assets and is calculated as the ratiovemat ordinary result and average of total assets;
BDSIZE: Variable size of the board and it is cadtatl as the total number of directors on the BD'’s.
Significant at *** for 99 percent confidence levét, for 95 percent and * for 90 percent.

As shown in table 18, the difference in the meahgshe variable denoting the
percentage of women on the board is positive, butstatistically significant, and the
first hypothesis tested cannot therefore be acdegiace the gender pay gap between
male and female directors is not affected by thegeage of women on the board.
Thus, we cannot conclude that a greater percewtiaigenale directors on the board will
be more likely to result in a smaller gender pag genong directors. Along the same
lines, the variable denoting the presence of wonmen the Nomination and
Compensation Committee reflects a positive diffeeeiin the means as predicted.
However, this difference is not statistically siggant, and the second hypothesis
therefore cannot be accepted. The two variablesMBD (1) and ELIWBD (2),
representing the educational level gained by fenralependent directors, displays a
positive difference in the means, although thisnly statistically significant at the 1%
level in the case of ELIWBD (2). Consequentlysilikely that at least one woman will
hold a doctoral degree in those firms where thedgemay gap between male and
female directors is widest. This finding is in lim&h the evidence reported by Palacio
and Simén (2002) and Simon (2006). Meanwhile, ityrba observed that the sector

variables FSEC (1), FSEC (2) and FSEC (4) displapsitive difference in the mean,
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although it is only statistically significant atethevel of 1% in the case of FSEC (1) and
5% in FSEC (4). Thus, the male-female compensatifiarence between directors is
greater on the boards of firms belonging to theaoil energy sector and the consumer
services sector. The difference in means is negativSEC (3) and FSEC (5) and is
statistically significant at the level of 1% and%/0respectively. Therefore, we may
conclude that the gender pay gap is smaller indbmsumer goods sector and in
financial services and property. Finally, we mayetve that the geographical region
variable GREG (3) presents a positive and stadiltficsignificant difference at 1%.
Consequently, the gap between the pay of male emdlé directors is greater in firms
located in Madrid. Meanwhile, GREG (1), GREG (2REG (4) and GREG (5) show
negative differences, which are statistically digant at 1% and 10% in all cases,
except GREG (1). Hence, the gender pay gap amaagtdis is lowest in firms located

in the North-East, Centre and East of Spain.

We may also observe that the difference in mearalaif the control variables is
positive and statistically significant, except metcase of SEN (1) and SEN (2). We
may therefore conclude that the compensation éifiez between male and female
directors will be greater in those firms larger whéhe board has more members and
includes women with between five and eight yeaesiiarity, and in firms displaying

the highest return on assets and with the highmeptagyee productivity.

2.6.3 Multivariate Analysis

The multivariate analysis looks at the results loé finear regression and the

multicollinearity test.
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TABLE 19

Results of the Lineal Regression

MODEL 1 MODEL 2 MODEL 3 MODEL 4 MODEL 5 MODEL 6 MODEL 7
. Expected — — — — — —
Variable sign Param. Stzill_tlesst;cal Param. Stfj}l_t:ess'[![cal Param. Stzill_tlesst;cal Param. Stfj}l_t:ess'[![cal Param. Stfj}l_t:ess'[![cal Param. | Statistical Test| Param. Stfj}l_t:ess'[![cal
Estimated ; Estimated : Estimated ; Estimated ; Estimated ; Estimated Sig. Estimated :

(Sig. (Sig. (Sig. (Sig. (Sig. (Sig. (Sig.
INDEPENDENT VARIABLES

-0.870 -0.640 -0.790
PERCWBD - -0.857 (0.385) -0.659 (0.522) -0.730 -0.743 (0.458) -0.813 (0.430)

*% *kk *kk

PWNCC + 0.413 2(6363?8) 0.567 3('3‘&)2) 0409  2.362(0.019)  0.582 3('5%701)
ELIWBD -2.798*** -2.582** -2.806*** -2.587**
1) - 0559 0007y 0919 (0.010) -0.562 (0.005) 0534 0.010)
ELIWBD -0.421 -0.095 -0.075
@) - -0.102 (0.674) -0.022 (0.925) -0.068 -0.290 (0.772) -0.018 (0.941)
FSEC (1) +- -0.008 ('8_'87325) 0.029 (8:;32) 0.101 (8'_:3‘;2) 0102 -0.461 (0.645)

-0.708 -0.234 -0.144
FSEC (2) +/- -0.138 (0.479) -0.043 (0.815) -0.027 (0.885) -0.173 -0.909 (0.364)

-0.598 -0.122 -0.002
FSEC (3) +/- -0.119 (0.550) -0.023 (0.903) 0.000 (0.999) -0.145 -0.739 (0.460)
FSEC (4) +/- 0.080 83?3) 0.151 (8131) 0.184 (gggi) 0.041 0.183 (0.855)

4,629 4,641+ 4,387+ 4,921+

FSEC (5) +/- -0.968 (0.000) -0.930 (0.000) -0.887 (0.000) -1.025 (0.000)

1.309 1.611 1.246 1.672
GREG (1) +/- 0.316 (0.191) 0.403 (0.108) 0.302 (0.213) 0.417 (0.102)
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-0.390 0.817 -0.479 0.846
GREG (2) +/- -0.072 (0.696) 0.153 (0.414) -0.089 (0.632) 0.158 (0.398)
0.359 1.259 0.370 1.185
GREG (3) +/- 0.058 (0.720) 0.216 (0.209) 0.061 (0.711) 0.201 (0.237)
0.338 1.643 1.190 0.766
GREG (4) +/- 0.110 (0.735) 0.522 (0.101) 0.372 (0.235) 0.254 (0.444)
-1.338 -0.767 -1.147 -1.013
GREG (5) +/- -0.237 (0.181) -0.142 (0.433) -0.204 (0.252) -0.187 (0.312)
CONTROL VARIABLES
-0.633 -0.849 -1.472 -1.216 -1.509 -0.704 -0.709
SEN (1) - -0.099 (0.527) -0.139 (0.396) -0.204 (0.142) -0.177 (0.224) -0.208 (0.132) -0.109 (0.482) -0.116 (0.479)
-2.022%* -1.932* 3,723 -3.095%** -3.928%* -2.155%* -1.837*
SEN (2) - -0.319 (0.044) -0.303 (0.054) -0.427 (0.000) -0.382 (0.002) -0.465 (0.000) -0.323 0.032) -0.303 (0.067)
-0.952 -1.037 -1.393 -1.303 -1.653* -0.916 -1.818
SEN (3) - -0.212 (0.342) -0.239 (0.300) -0.238 (0.164) -0.234 (0.193) -0.285 (0.099) -0.201 (0.360) -0.276 (0.238)
10.795%** 11.314% 11.572% 10.298%** 10.620%** 10407***
FIRMSIZE + 0.341 (0.000) 0.341 (0.000) 0.343 (0.000) 0.323 (0.000) 0.336 (0.000) 0.353  11.830***(0.000) 0.328 (0.000)
1.414 -0.299 1.669* -0.413 1.496 1.609 -0.443
PROD + 0.037 (0.158) -0.008 (0.765) 0.044 (0.096) -0.011 (0.680) 0.039 (0.135) 0.042 (0.108) -0.012 (0.658)
3.784%%x 3.912%** 3.603%* 3.977% 3.658%** 3.749%% 4.079%+*
ROA + 0.354 (0.000) 0.382 (0.000) 0.340 (0.000) 0.390 (0.000) 0.345 (0.000) 0.351 (0.000) 0.396 (0.000)
5.309%** 6.316%** 5.42] %% 6.344%%x 5.433%** 5.299%* 6.264%**
BDSIZE + 0.079 (0.000) 0.096 (0.000) 0.081 (0.000) 0.096 (0.000) 0.081 (0.000) 0.079 (0.000) 0.095 (0.000)
Fixed effect Included Included Included Included Included Included Included
F = 19.906 (0.000)*** F =23.836(0.000)*** F = 27.341 (0.000)**F = 22.475 (0.000)*** F = 22.345 (0.000)*** F = 23.525 (0.000)*** F = 19609 (0.000)***
Pseudo R=50.70% Pseudo’®44.40% Pseudo®R=49.30% Pseudo’® 44.30% Pseudo’R=49.90% Pseudo’R= 50.20% Pseudo’R= 45.40%
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Results of the Lineal Regression. PERCWBD: Varigi#ecentage of women directors on the BD's andiisutated as the ratio between the total numbdergle
directors on the BD’s and the total number of divsexon the BD’s; PWNCC: Variable presence of wormerthe Nomination and Compensation Committee, kvtsc
calculated as a dummy variable that takes the vhlfi¢here is presence of women on the Nominatind Compensation Committee and 0, otherwise; ELIWBD
Variable educational level of independent womernihenBD’s, which is calculated as a dummy variahk# takes the value 1 if independent female diredbave a
degree and 0, otherwise; ELIWBD (2): Variable edioreal level of independent women on the BD’s, whig calculated as a dummy variable that takevahee 1 if
independent female directors have a doctorate amdh@rwise; FSEC(1): Variable firm sector, whisha dummy variable that takes the value 1 if theygany
operates in the oil and energy sector and 0, oitkerWwSEC(2): Variable firm sector, which is a duymwariable that takes the value 1 if the compangrages in the
basic materials, industry and construction sectar @ otherwise; FSEC(3): Variable firm sector, ethis a dummy variable that takes the value 1leafd¢bmpany
operates in the consumer goods sector and 0, dderaSEC(4): Variable firm sector, which is a duynvariable that takes the value 1 if the compangrates in the
consumer service sector and 0, otherwise; FSE®)able firm sector, which is a dummy variabletttakes the value 1 if the company operates irfittace and
real estate sector and 0, otherwise; GREG (1):a&Figeographical region, which is a dummy varidbé takes the value 1 if the company is locatethé North-
Western region and 0, otherwise; GREG (2): Variglglegraphical region, which is a dummy variabld th&es the value 1 if the company is located & Nworth-
Eastern region and 0, otherwise; GREG (3): Varigiglegraphical region, which is a dummy variabld th&es the value 1 if the company is located & Nradrid
region and 0, otherwise; GREG (4): Variable geohiead region, which is a dummy variable that takkesvalue 1 if the company is located in the Cergggon and
0, otherwise; GREG (5): Variable geographical ragishich is a dummy variable that takes the valiftie company is located in the East region andtBerwise;
SEN (1): Variable seniority, which is a dummy vat@athat takes the value 1 if women directors anBID’s have one year of seniority and 0, otherw&EeN (2):
Variable seniority, which is a dummy variable tketes the value 1 if women directors on the BDsehfiom two to four years of seniority and O, othise; SEN
(3): Variable seniority, which is a dummy varialthat takes the value 1 if women directors on theésBiave from five to eight years of seniority andotherwise;
FIRMSIZE: Variable firm size and is calculated s tog of total assets (in thousands of Euros); BR@ariable employee productivity and is calculatecthe log of

(Turnover/Number of employees); ROA: Variable Retwn Assets and is calculated as the ratio betweedimary result and average of total assets; BDSIZE

Variable size of the board and it is calculatethastotal number of directors on BD’s. Significamt™* for 99 percent confidence level, ** for 9%prent and * for 90
percent.
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Table 19 presents the results of the linear regneder the model proposed and for
the six variants, where the dependent variableesgmts the logarithm of the gender pay

gap among BD.

Model 1 includes all the independent variablesudet in the study, comprising the
characteristics of the board (PERCWBD, PWNCC, ELIVE) and ELIWBD (2)), the
sector (FSEC (i)) and the region (GREG (i)), whiledels 2, 3 and 4 examine the
impact of each of the independent variables iratsmh. Specifically, Model 2 analyses
board characteristics, Model 3 the sector and Mdd&ke geographical region. Model 5
includes both the sector and the geographical negubere the firm is located,
excluding the variables referring to the charastms of the board. Meanwhile, Model 6
analyses the variables referring to the board’sadtaristics and the sector, excluding
the geographical region, and Model 7 includes tbardbs characteristics and the

geographical region, excluding the sector variable.

The results for Model 1 show goodness of fit of A%, and the model is
statistically significant at the 1% level. The \adoie denoting the percentage of female
board members (PERCWBD) is negative, contrary to expectations, but it is not
statistically significant, and the hypothesis tdstéherefore cannot be accepted.
Consequently, an increase in the percentage of wamehe board has no effect on the
gender pay gap between directors. According tor#sslt, it cannot be confirmed that a
higher percentage of women directors on the boalldo& more likely to result in a
smaller gender wage gap among directors. Meanwtfie, variable denoting the
presence of women on the Nomination and Compemsdafiommittee (PWNCC)
displays the expected sign and is statisticallpificant at the 5% level of significance.
Hence, we can accept the second hypothesis proposecuding that the presence of
women on the Nomination and Compensation Commitiédencrease the gender pay
gap among board members. According to this resdtcan confirm that the presence
of female directors in the Nomination and CompensaCommittee influences the
gender wage gap, widening it. Both of the qualtfmas variables are negative, as
expected, but only ELIWBD (1) is statistically sifycant at the 1% level. Thus, the
third hypothesis can be accepted and we can comdhat the presence of well-

qualified female independent directors on comparardls will reduce the gender gap in
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pay among directors. In this light, we concur wghrdin and del Rio (2009) and with
Mukhopadhayay (2001) in confirming that the pregeoicfemale independent directors
holding degree level qualifications reduces thedgerpay gap between the men and

women serving on a firm’s board.

The sector variable is negative for all sectors;epk consumer services SEC (4),
which is positive. However, only financial services\d property (FSEC 5) is
statistically significant at 1%. Hence, the fouhypothesis is partially accepted, since
only one of the five sectors analysed has an effegender wage pay, reducing it, and
therefore, we may conclude that in financial sexsiand the property sector the gender
gap is lower than in the others. None of the véemllenoting geographical region is
statistically significant, and the fifth hypothesiserefore cannot be accepted. Thus, it
cannot be confirmed that geographical region agféioe gender gap in pay since none
of the regions studied increased or narrowed thelgewage gap.

All the control variables offer the expected sigmst only the variables denoting the
presence of female directors with between two amg fyears’ seniority (SEN(2)),
company size (FIRMSIZE), return on assets (ROA) aodrd size (BDSIZE) are
statistically significant. We therefore concur waAllaez and Ullibarri (1999) and Lago
(2002) that the presence of more experienced wqmderms of years of seniority) on
company boards reduces male-female compensatitaratite between directors, and
that the gender pay gap widens with company setarm on assets and board size.

The results for Models 2, 3 and 4 are statisticaibnificant at the 1% level and
present goodness of fit of 44’50%, 49'30% and 42630@espectively. Model 2 analyses
the individual influence of board characteristipsoportion of female board members,
gualifications of independent female directors ahd presence of women on the
Nomination and Compensation Committee) on the gepdg gap between directors.
Model 2 confirms the results obtained from the wsial of all of the independent
variables together, allowing the conclusion tha¢ thresence of women on the
Nomination and Compensation Committee increasesgtmeder pay gap between
directors, while the presence of women graduatesamnpany boards reduces male-

female compensation differences. The control véegfor Model 2 take the same signs
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at the same significance levels as in Model 1, pixte the productivity variable, which
IS negative in this model, but it is once again statistically significant, and SEN (3),

which was not statistically significant in Modebiit is so at the 10% level in Model 2.

The results obtained from Models 3 and 4, whiclpeesvely analyse the influence
of the sector and geographical region of the fiane, very similar to those of Model 1.
Specifically, the only independent sector variaislechange in Model 3 is FSEC (1),
which is positive where it was negative in ModelCQnce again, only FSEC (5) is
statistically significant. The results for the catvariables are also the same, except for
employee productivity, which is statistically sifjoant at the 10% level in Model 3,
although it was not so in Model 1. Thus, an inceeasemployee productivity entails a
widening of the gender pay gap between directorshik light, we may again conclude
that compensation differences between male andléetheectors are reduced only in
the financial services and property sector. Thelteof Model 4 are the same as in
Model 1, except in the case of employee produgtivithich was positive in the latter,
but is negative in Model 4. However, this variaisl@ot statistically significant in either
model. In light of the results obtained in Modelwle may conclude that the region

where a firm is located has no effect on the gepdgrgap between board directors.

Model 5 analyses the independent variables dendtiagsector and geographical
region together, while excluding board charactiesstThe results obtained are the same
as for Model 1. Only FSEC (5) is negative, andsistatistically significant at the 1%
level. Hence, the gender pay gap between diredasmallest in the financial services
and property sector. As in Model 1, the geographresgion is not statistically
significant. Meanwhile, there is practically no oga in the control variables with the
exception of SEN (3), which is statistically sigo#nt at the level of 10% in Model 5.

Model 6 presents a goodness of fit of 50'20% andtagistically significant at the
level of 1%. The independent variables included tims model are the board
characteristics (PERCWBD PWNCC, ELIWBD (1) and EIB® (2)) and the sector to
which the firm belongs. As shown in Table 7, theufes obtained from the independent
and control variables included in Model 6 are tams as in Model 1, when all of the
independent variables are examined together.
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Finally, Model 7 analyses the independent variabEmnsisting of board
characteristics and the geographical region. Ifioos the results revealed by Model 1,
both for the independent and for the control vdeisbThe only exception is the sign of
GREG (2) and employee productivity, as the firsthafse variables is positive and the
second is negative, contrary to the results found/iodel 1. Neither is statistically
significant however. In Model 7 the control var@bSEN (3) is also statistically

significant.

To test for multicollinearity, we calculated theegpman correlation coefficients for
all of the variables included in the model. Tabl@é $hows the correlation matrix.
Analysis of this table reports that the correlatlmtween certain pairs of variables is
statistically significant at the level of 5% or 10%hese results are consistent with
earlier studies of gender gap in pay (Gardin andRde 2009; Ortega 2007). However,
none of the correlation coefficients is sufficigntligh (> .80) to cause any major
multicollinearity problems (see Archambeault and Beort, 2001). We have also
calculated the vector inflation factor (VIF) to coloorate that our results are not biased

because of the multicollinearity.

107



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 20

Spearman Correlation Coefficients

REMU PERCWBD PWNCC ELIWBD1 ELIWBD2 FSEC1 FSEC2 FSEC3 FSEC4 FSEC5 GREGl GREG2 GREG3 GREG4 GREG5 SEN1 SR SEN3 FIRMSIZE PROD _ROA
PERCWBD 0.024
PWNCC 0.056 0.507"
ELIWBD1 0.000 0.562" 0.517"
ELIWBD2 0.172" 0.483" 0.424" 0.380"
FSECL 0.311" 0.162" 0.205" 0.142" 0.394"
FSEC2 0.027 -0.028 -0.021 -0.072 -0.001 -0.215
FSEC3 -0.228" -0.121" -0.058 -0.115 -0.161" -0.212"  -0.425"
FSEC4 0.123" 0.021 -0.044 -0.045 -0.079 -0.104  -0.208°  -0.205
FSECS -0.137" -0.068 -0.148 -0.069 -0.107 -0.141"  -0.281" -0.278" -0.136"
GREG1 -0.002 0.009 -0.076 -0.066 -0.055 -0.072 -0.145"  0.241" -0.070 0.032
GREG2 -0.106 -0.011 -0.063 -0.031 -0.062 -0.070 0217 0.071 -0.063 -0.185  -0.096
GREG3 0.347" 0.061 0.055 0.130 0.156" 0.105 0.003  -0.205  0.088" -0.007  -0.230° -0.450"
GREG4 -0.123" 0.113 0.185" -0.048 -0.040 -0.053  0.218 -0.077 -0.051 -0.069 -0.036 -0.070  -0.168
GREGS -0.168" -0.150" -0.060 -0.118 -0.114” 0.056  -0.157  0.083 -0.004 0127 -0.102° -0.199" -0.479"  -0.074
SENL 0.006 0.357" 0.226" 0.262" 0.254" 0.048 0.042 -0.068 -0.013 -0.032 -0.010 -0.052 1®.0 0.031 -0.013
SEN2 0.001 0.628" 0.398" 0.415" 0.441" 0.115" 0.054  -0.13% 0.019 -0.079  -0.051 -0.010 -0.003 0.258  -0.085  0.027
SEN3 0.068 0.508" 0.504" 0.404" 0.437" 0.133" -0.023 -0.036 -0.064 -0.060 0.008 0.021 0.003 4714 -0.097° 0.108 0.2307
FIRMSIZE 0.667" 0.185" 0.075 0.136" 0.303" 0.289" 0.003°  -0.333" -0.007 0.027 -0.073 -0.140" 0.400" -0.183" -0.153" 0.083 0.104 0117
PROD 0.287" 0.044 0.021 0.034 0.042 0.138 -0.146" -0.090° -0.017  0.24Y 0.025 -0.021 0133  -0.077 -0.054  -0.034 0.057  0.030 0.333
ROA 0.157" 0.075 0.101" 0.083 0.123" 0.071 -0.050 0.022 0.167 -0.148" 0.001 0.005 0.160  -0.08¢" -0.189" 0.012 0.100  0.063 -0.002 0.230
BDSIZE 0.586" 0.115" 0.090 0.133" 0.258" 0.262" 0.047  -0.295 0143 -0.093  -0.106 -0.029  0.257 -0.051  -0.147 0.069 0.126° 0.083 0.604" 0.240"  0.069

Spearman’s correlation matrix. REMU: Variable gapay between male and female directors on the Bbdkis calculated as the log of the differencevbet male
and female director’'s compensation in the BD’s; BERBD: Variable percentage of women directors onBlii¥s and is calculated as the ratio between thal to
number of female directors on the BD’s and thel totember of directors on the BD’s; PWNCC: Variablesence of women on the Nomination and Compemsatio
Committee, which is calculated as a dummy varidhée takes the value 1 if there is presence of woorethe Nomination and Compensation Committee Gand
otherwise; ELIWBD (0): Variable educational levéliodependent women on the BD’s, which is calculads a dummy variable that takes the value 1 #pethdent
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female directors do not provide information abdit educational level in the Corporate GovernaReport and 0, otherwise; ELIWBD (1): Variable edimaal
level of independent women on the BD’s, which itcglated as a dummy variable that takes the valife thdependent female directors have a degree(and
otherwise; ELIWBD (2): Variable educational levéliodependent women on the BD’s, which is calcudaas a dummy variable that takes the value 1 épetdent
female directors have a doctorate and 0, othenS&C(1): Variable firm sector, which is a dummyiahle that takes the value 1 if the company ogsrat the oil
and energy sector and 0, otherwise; FSEC(2): Virifitm sector, which is a dummy variable that skiee value 1 if the company operates in the hasiterials,
industry and construction sector and 0, otherwks&E=C(3): Variable firm sector, which is a dummyiahle that takes the value 1 if the company opsratehe
consumer goods sector and 0, otherwise; FSEC(4)aMa firm sector, which is a dummy variable tkeltes the value 1 if the company operates in tmswmer
service sector and 0, otherwise; FSEC(5): Varifibie sector, which is a dummy variable that takes value 1 if the company operates in the finamzeraal estate
sector and 0, otherwise; FSEC(6): Variable firmt@ecwhich is a dummy variable that takes the valuéf the company operates in the technology and
telecommunication sector and 0, otherwise; GREG\(&jiable geographical region, which is a dummyialale that takes the value 1 if the company isied in the
North-Western region and 0, otherwise; GREG (2)ridlde geographical region, which is a dummy vdeaahat takes the value 1 if the company is locatethe
North-Eastern region and 0, otherwise; GREG (3)ialde geographical region, which is a dummy vddahat takes the value 1 if the company is locatethe
Madrid region and 0, otherwise; GREG (4): Variapéographical region, which is a dummy variable taées the value 1 if the company is located inGeatre
region and 0O, otherwise; GREG (5): Variable geoliegd region, which is a dummy variable that taktesvalue 1 if the company is located in the Eagion and 0,
otherwise; GREG (6): Variable geographical regiehjch is a dummy variable that takes the value théf company is located in the South and the Calstagds
region and 0, otherwise; SEN (0): Variable senyonithich is a dummy variable that takes the valiéwomen directors on the BD’s do not have setyoaind 0,
otherwise; SEN (1): Variable seniority, which islanmy variable that takes the value 1 if womenad@es on the BD’s have one year of seniority andtberwise;
SEN (2): Variable seniority, which is a dummy vateathat takes the value 1 if women directors am BD’s have from two to four years of seniority abd
otherwise; SEN (3): Variable seniority, which id@ammy variable that takes the value 1 if womenadies on the BD’s have from five to eight yearsehiority and
0, otherwise; FIRMSIZE: Variable firm size and ialailated as the log of total assets (in thousaidsuros); PROD: Variable employee productivity aed
calculated as the log of (Turnover/Number of empés); ROA: Variable Return on Assets and is caledlas the ratio between ordinary result and aeeoégotal
assets; BDSIZE: Variable size of the board and dalculated as the total number of directors enBb’s. Significant at *** for 99 percent confidemdevel, ** for
95 percent and * for 90 percent.
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2.7. CONCLUSIONS

Cultural, political and social changes in recerdaites have seen women enter many
jobs that were once reserved for men. Howeverlithiéed participation of women in
the labour market has resulted in a gender pay Namerous studies in Spain and
internationally have investigated why such maledEmcompensation differences
should exist (Campos et al., 2010; Mateos et alL02@imon, 2009). To solve this
problem, numerous regulations have been enactedsiore that women are employed

under equal conditions to men and to prevent naleafe compensation discrimination.

The aim of this study was to determine whetherethera gender gap in pay among
board directors of firms listed on the Madrid St&okchange, in the period 2004-2011,

inclusive, and to throw light on the reason for geyder pay gap found.

To achieve this aim, we examined the effect ofgbecentage of female directors on
the board, the presence of women on the NominaiehCompensation Committee, the
educational level of female independent directthrs,sector in which the firm operates
and its geographical region, on the gender wage Tap results obtained show that the
percentage of female board members does not iddu¢ime gender pay gap among
directors, while the presence of women on the Natibn and Compensation
Committee actually widens the gap, as we prediciée. explanation for this may be
that the opinion of women members on both the baard the Nomination and
Compensation Committee is mitigated by their malkeagues. In particular, the few
female members on Nomination and Compensation Ctsesi are likely to come
under considerable pressure in this regard, ag t@wamittees are small and are clearly
dominated by men. Our results also report that gbelifications held by female
independent directors influence board members’ s/,the presence of women
graduates narrows the gender pay gap, but not donem who hold a PhD. It may be
that better corporate governance implies full disate of the director’s background and
reduced gender gap, rather than a relationshipdegtvthe latter and the educational
level. The results also suggest that the male-fernampensation difference between
directors is smaller in the boards of financiavemss and property sector firms (FSEC
(5)). The geographical region in which the firmlasated is not a relevant factor, as it

does not affect the gender pay gap among board smsmbVe believe that the
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explanation for these findings may be that the miggional culture of the firms listed
on the Madrid Stock Exchange is influenced by thkies of their directors rather than
by the culture of a specific geographical regiohisTresult may also be explained by
the fact that the cost of living is similar in #tle regions considered. With regard to the
control variables used, we find that the presericgomen with between two and four
years’ seniority on company boards reduces theaygmaly gap between directors, but
the gap increases in very large firms, where th&meon assets is higher and where the
board is larger. We have constructed differentatemms to validate and confirm the
model originally proposed. The results obtainednfrthese models basically confirm
the findings from the original model, with some eptions regarding the control

variables.

The findings from this study reveal the existenta gender gap in pay in the boards
of firms listed on the Madrid Stock Exchange. Speaily, the study shows that female
directors suffer pay discrimination when the Nonima and Compensation Committee
has women members, in larger firms, in the mosfitatde firms (i.e. those with the
highest return on assets) and in the firms withldihgest boards. In contrast, the gender
pay gap narrows when female independent directesgeaduates, when the female
board members have between two and four yearsdsgnand in firms operating in the
financial services and property sector. Finally, way observe that neither an increase
in the proportion of female board members nor tbeggaphical region of the firm have
any particular influence on the gender pay gap.séHendings, therefore, report that
equality is still a long way off, and they shouldyide an incentive for regulators and
politicians to press for changes to prevailing s&gion to improve the situation and
progress towards the elimination of male-female pensation discrimination at all
levels. More effective laws are clearly needecettuce the gender pay gap found and to

oblige firms to comply on pain of sanctions.

The gender quota on boards, in our sample, riggs '04% in 2004 to 6'62% in
2011. This data suggests that the Spanish quotpoising but not as much as is
expected, considering that in 2015 the quota iedidirms should legally be 40% (a
more in-depth discussion about this issue can bedion Terjesen et al., 2014). Thus,
even though the regulations have been introdudeal,time permitted for reaching

gender equality is long (8 years) and for this oeast may be possible that companies
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are not in a hurry to reach the gender quota of .4b%@any case, we agree with
Grosvold et al. (2007), who argue that a compulgmyder quota (affirmative action
programs) may have the potential to generate grawtlemale representation in the
boardroom and report that no negative effects igfititiative are likely to arise in the

shape of the appointment of inexperienced femabxtdirs.

This study is subject to certain limitations. le first place, the study was carried out
in Spain for the period from 2004 to 2011, andrémults obtained should therefore not
be extrapolated to other countries or periods. &#go the literature refers to the
analysis of individual attributes (gender, eduaaiolevel, seniority and experience),
job attributes (type of contract, working hours amztupation) and attributes of the
workplace (sector, collective bargaining agreementsgion, firm size and
compensation). Not all of this data (e.g. job htttes) could be obtained in this study;
however, the database used contains informatiowrdfeom Corporate Governance
Reports and Annual Reports, and from corporate ieshsThirdly, in this study we
show association, not causation, between the ptesgfrwomen on the Nomination and
Compensation Committee, the educational level dependent women in the Board
and the sector of the firm, and the difference leetwthe compensation of male and
female directors. Finally, it is likely that gendsrotas law for Spanish boards has little
effect because sanctions are weak in comparisocase from Norway, where the
sanction if the company does not comply with thedge quota is extremely serve: the
dissolution of the company. The only gender quata $imilar to the Norwegian one in

terms of effectiveness is the Italian one, intraalionly in 2011.

This study may give rise to future lines of reshaito the first place, an analysis of
directors’ pay, distinguishing between fixed andiatsle compensation, would be
valuable in throwing light on the potential of imtizes to narrow the gender pay gap.
Second, it would be interesting to establish whethele-female compensation
differences exist at all levels of an organisatiwmmerely on the board, assessing the
equality plans applied by firms in their recruitrhemd selection processes. Third, it
would be relevant to examine employee pay taking account the wages of immigrant
workers to establish whether firms discriminatethis area. Finally, it would also be

interesting to study the pay earned by both matefamale directors in international
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firms and to establish whether any gender-basedpensation differences that may
come to light are due to political, cultural or sbd¢actors.
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CHAPTER 3

THE BOARD OF DIRECTORS AND THE
APPOINTMENT OF SUB-COMMITTEES: THE
EFFECT OF GENDER DIVERSITY

3.1. INTRODUCTION

The scale of the occurrence of financial frauddoent years has led to the loss of
credibility of the economic-financial informatioruplished by firms. To this must be
added the agency problems in organizations reguftom the separation of ownership
and control, because of the difficulty for the owteassess the behaviour of managers.
Therefore, firms have increased the demand fornateand external controls in order to

reduce information asymmetry and agency costs.

Over time, regulatory bodies have developed a tstamdards for the purpose of
restoring transparency and confidence to the markemns and investors. Among these
measures, which were developed in the lat€" Zentury, the Codes of Good
Governance (hereinafter, CGG) were created and dcaiateimproving the business
process governance, developing recommendationspandiples of functioning of

organisations.
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Spain is familiar with CGG and published the firstLt998, known as the Olivencia
Report or Code, whose recommendations focused epdiformance of firms and the
publication of public information. The Olivencia &t was followed in 2002 by the
Law on Measures to Reform the Financial System (EH8Rand in 2003 by the Law on
Transparency of Listed Firms (LTLT). In 2003 thedAina Report was also published
and replaced the Olivencia, while in 2006 the UnifiCode of Good Governance
(CUBG) report was published, which unifies the @ficia and Aldama Codes. The
objective of the CUBG was implementing tools to moye business management. Over
time, regulatory bodies have made adaptationsistieg codes in order that the CGG’s
bring transparency, trust and shareholder valuer(d, 2008).

One of the principal recommendations of the CGQhligépts competencies of the
BD, which is responsible for conducting the bustnefthe firm in the interests of those
who provide resources and support business risk. BB is a management body
composed of internal (executives) and external {inasdependent and representatives
of large shareholders) members that is configused system of internal control of the
firm (Jensen, 1993) in order to oversee and apptbeemost important corporate
decisions (Fama, 1980; Mizruchi, 1983; Zahra anar¢& 1989; Bainbridge, 1993 and
Johnson et al., 1996). Authors such as BaysingdrButler (1985), Miller (1993),
Johnson et al. (1996) and Chatterjee and Harri2001) note that the BD aims at,
among other things, guiding the affairs of the argation and ensuring the interests of
shareholders through the control of senior managgnaeting as an intermediate body
between shareholders and management teams (Sal@2). As the main internal
mechanism for resolving agency conflicts within fimen (Jensen, 1993), this body
focuses its work in monitoring management team wehla (Baysinger and Bulter,
1985 and Hermalin and Weisbach, 1991). Among itsxrhanctions it can highlighted
the approval of the firm's strategy and organisat@ppointment, remuneration and
dismissal of any of the senior members of the compp# and where appropriate;
determining the information and communication pekc with stakeholders;
identification of the principal risks of the firnand implementation and monitoring of

internal control policies, among others (OlivenCiade, 1998).
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The Spanish CGG recommended the establishment miosu commissions to
perform complementary tasks of the BD. Howeveis itoteworthy that the LMRSF of
2002 obliged listed firms to establish AC’s, wittetobjective of reviewing the financial
statements of the firms before forwarding themh BD and, therefore, ceased to be a
recommendation for listed firms and became an abbg. The Aldama Report (2003)
recommended the creation of an Executive Committae, Nomination and
Compensation Committee and a Strategy and Invest@@mmittee, also emphasising
the creation of the AC, which is mandatory fordifirms. However, the CUBG (2006)
omitted the Strategy and Investment Committee dnatve the Aldama Report (2003),
as the skills developed by this committee wereclppdf the BD. It recognised the
usefulness that the Corporate Governance Comnhitedor some firms, but generally,

did not consider the need to recommend its creation

The formation of Board Sub-Committees can diffegthb domestically and
internationally, depending on the time of the ismaof the CGG. Adams and Ferreira
(2003) analysed a sample of Fortune 500 firms,sdrmved that they had, on average,
4.4 commissions. They also concluded that the Aadd Remuneration Committees
were the most recommended commissions by the CAGtéal firms, while 92% of
firms in the sample had more than two Oversight @ittees. Carson (2002) analysed
361 Top 500 Australian firms, documenting that 8dfthem set up AC’s, 57% set up
Compensation Committees and 17% set up Nominatiommiittees. Groff and
Valentincic (2011) analysed non-financial firms $fovenia, showing that only 17%
had voluntarily created an AC. In Spain, Garcia-@samd Gill de Albornoz (2004)
revealed that 45% of the BD’s had an Executive Cdtem They also noted that 74%
of firms in the sample had an AC, 68% had a Nonona€Committee and 67% had both
of these committees. Banegas et al. (2006) analysetBEX 35 firms and concluded
that only 14 firms had a Nomination and Compensat@tmmmittee, acting the two
committees as one, and only five firms included epehdently a Nomination
Committee and a Compensation Committee. Furthermmly two firms created a

Strategy and Investment Committee.

Moreover, it is noteworthy that the sustained s@wonomic changes in Spain in

recent years have increased gender diversity irs Bl}is increase was enhanced by the
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implementation of Conthe Code (CUBG, 2006), and iisaproposals are intended to
support the female presence. But it was with thelementation of Act 3/2007 of 22
March, for Effective Equality between Women and Me®IMH?*), Article 75, which
frames the regulation of the appointment of men wanchen on BD’s in an equitable
form. The paper of Gomez (2005) documented thaptkeence of women in Spanish
BD’s was in lower positions compared to other EeapUnion countries.

In terms of the benefits of incorporating womeroittie governing bodies of firms,
Robinson and Dechant (1997), Zahra and Garvis (2@6@ Del Brio and Del Brio
(2009) observed that the presence of women on B@r$ributed to an innovative firm.
Erhardt et al. (2003) concluded that the preserficgoonen on BD’s provided greater
creativity, increased the quality of proposals,tdreprospects and more information
search for firms. Carter et al. (2003) noted thHa presence of women on BD’s
favoured obtaining corporate value for the firm.

Thus, the aim of this chapter is to study whethemdgr diversity in BD’s of the
firms listed on the Madrid Stock Exchange influetdee voluntary formation of Board
Sub-Committees. Spain is a good context in whickexamine the effect of Board’s
gender diversity in the voluntary creation of Bo&db-committees (also known as
Board Committees) due to being one of the Europeamtries where gender diversity
in the Boards is increasing more slowly, in spit@ablishing a law that forces BD’s to
have a minimum percentage of women. Differencegh@ corporate governance
systems of Spanish firms highlight the futility ektrapolating from studies of the
Anglo-Saxon markets to include Spain (Fernandez Aamdndo, 2007). Unlike the
Anglo-Saxon capital markets, the ownership conedioin and the lack of liquid capital
markets in Spain have resulted in BD’s being thevalent mechanism of control.
Indeed, ownership concentration is one of the featuhat makes Spanish corporate
governance different from countries such as thellk§,Germany and Japan, as well as
the low level of legal protection for investors gngamidal groups and underdeveloped
capital markets that focus largely on financiakiilnions and banks. According to De
Miguel et al. (2005), the last two characterisggplain why the ownership structure is
S0 concentrated in Spain in comparison to commuandauntries and even to some

French-origin civil law countries such as Germa@gnsequently, this high ownership
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concentration acts as a legal control influencipgrish corporate governance (Grant
and Kierchmaier, 2004).

The institutional, legal and corporate governaneeuparities that make Spain so
different from the circumstances of the Anglo-Saxowmintries and the USA, to which
most of the existing Board Sub-committee literattgters, may affect Board’s gender
diversity and its impact on the voluntary creatiah Board Sub-committees.
Consequently, this research may offer new insighte the relationship between
corporate governance, and Board Sub-committeesaiticplar, and Board’s gender
diversity in the Spanish context, which explaine tinterest of analysing this

association.

Most of the previous evidence is based on the arsabf the voluntary creation of
AC’s (Collier and Zaman, 2005), paying less attmmtto the examination of the
formation of the remainder Board Sub-committeesaddition, little research has been
performed combining Board’s gender diversity ancaeSubcommittees. Therefore,
we contribute to the literature of Corporate Goeewce by demonstrating that the
demand of internal control mechanisms such as B&ud-committees can vary
depending on the structure of Board's gender dityersurther, we find evidence of
substitutive effects between Executive Committeel @lne percentage of women
executive directors on BD’s and between Board Subruittees and the percentage of
female representatives of large shareholders digeain BD’s, which suggests that
Board Sub-committees in general, and Executive Citt@enin particular, should not be
considered in isolatiorin sum, these results suggest that a one-sizalfisolution for
the creation of Board Sub-committees might not panwal as different firms face

different incentives in composing their BD's.

The structure of the paper is as follows. Afterstimtroduction, we review the
existing literature and posit the hypotheses toelseed. The third section describes the
methodology, variables and the sample used instindy. The fourth section discusses
the results and finally, the fifth and final sectipresents the findings and limitations

inherent in this study, in addition to describirmjgntial future research.
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3.2. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

3.2.1. Literature Review

According to agency theory, the separation betweemership (principal) and
control of the firm (agent) generates informaticsyrametries between the parties
(Jensen and Meckling, 1976; Rutherford and Buckh@®007). This gives rise to a
conflict of interest between the principal and #gent and, thus, becomes an agency
problem. A firm can mitigate the agency problem dejting up control mechanisms
such as Board Sub-committees. The Securities archafge Commission (SEC)
considers such committees as important tools fonitoong corporate activities.
Previous evidence supports that the existencedafp@ndent Board Sub-committees is

positively related to effective decision-making (®as 1999, Anderson and Reeb 2004).

Among the Board Sub-committees is included the &iom of an AC and the
Nomination and Compensation Committee (Pincus.etl889, Menon and Williams,
1994, Beasley and Salteiro, 2001, DeZoort et AD22, among others. Several previous
studies have examined the voluntary formation of @bau and Leung, 2006; Piot,
2004 and Pucheta-Martinez and de Fuentes, 200Rpmination Committees (Carson,
2002; Vafeas, 1999; Ruigrok et al., 2006) and aihReeration Committees (Liao and
Hsu, 2013). Bich and Hutchinson (2012) reported thea use of the Audit and Control
Committee and Nomination and Compensation Commsittesgluced informational
asymmetries, as when the directors were the sarbetbrcommittees they were able to
monitor the risk exposure of the firm. Firms alsaynrhave other control mechanisms
such as the external and internal auditors, theaBB institutional investors. In this
respect, Fama and Jensen (1983) showed the needrfiwol mechanisms in decisions
where managers do not directly bear the econonsitfoothose decisions.

Hence, in order to reduce agency costs and infoomaisymmetries, firms demand
control mechanisms other than the BD, such as ttedBSub-committees, as well as
helping it to carry out its activities efficientgnd independently (Harrison, 1987). In
this vein, authors such as Kesner (1988), Andred@9%) and Sherman et al. (1998),

among others, found that major decisions beingntdikeBD’s came from Board Sub-

122



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

committees. The firm director of Roebuck and Firoted in 1999 that firms are run
primarily by their committees. Harrison (1987) demsvated that the control
commissions were important management mechanism3Bids to independently
perform oversight functions. Boone and Mulherin 2P analysed the Delegated
Committees of 845 firms listed on the New York &t&xchange, the American Stock
Exchange, the Nasdaq and Small Market Prices, stgptat the creation of Board
Sub-committees increased oversight functions, thneslucing agency problems.
Wolnizer (1995) demonstrated that the principalrapens performed by Board Sub-
committees were the controlling and monitoring loé development and subsequent
disclosure of accounting information. In a simaanner, Vance (1983) and Ruigrok et
al. (2006) showed that the delegation of functidaysthe BD to Sub-Committees
increased the quality of the activities of the BRaux and Laux (2009) revealed that the
Delegate Committees, at times, were working inddpetly in order to achieve the
objectives set by the CGG. However, sometimes glesinommittee performed the

combined functions of various committees.

Previous evidence shows that the formation of Bdaut-committees implies an
increase in the delegation of functions by the BEafé¢as, 1999) and increased
monitoring and control (Vafeas, 1999, Klein, 2002d awalker, 2009), impacting
positively on the firm value or reducing earninganagement, among other issues. In
this sense, Reeb and Upadhyay (2010) documentegitvp relationship between the
number of Board Sub-committees and firm performaBeeh and Hutchinson (2012)
also demonstrated a positive relationship betweemisk and firm performance, mainly
due to the creation of Supervision and Control Cattees. DeFond and Jiambalvo
(1991) concluded that those firms having AC’s hatlaverstated annual earnings, thus
reducing the manipulation of accounting informati@onyon (1997) noted that the
presence of Compensation Committees in British dircaused a wage restraint in
director compensation. In addition, Klein (1998) owed that Remuneration
Committees were in charge of pay structure desigorder to encourage shareholders
to generate higher business returns. Frankforat €2012) analysed 166 firms from the
Wall Street Journal and showed that the presendestmcture of a Compensation
Committee increased the effectiveness of contral amonitoring functions. Garcia-

Osma and Gill de Albornoz (2007) demonstrated tiatinclusion of a Nomination and
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Remuneration Committee guaranteed that firms woaflthieve good business

performance.

3.2.2. Hypotheses

Number of Women Directors on Boards of Directors

The incorporation of women into BD’s has been slamd gradual. Although in
recent decades women have increased their levalsining and qualifications, there
are still jobs with high barriers to direct accésgshe labour market, such as BD’s and

the decision-making and control bodies in firmsr(iaet al. 2002).

In terms of female representation in BD’s, Carnietrl. (2007) reported that the
presence of women in senior management and the &PDgneater in those firms that
had the highest percentage of women in the workfdrca similar manner, Porto et al.
(2010) concluded that Spain was the country with ldwest number of firms having
female directors, after the UK and the US. Morep®amos (2005) revealed that the
presence of women in the BD’s of IBEX 35 firms vaady 3.6% and also documented
that 63% of firms did not have any women in thelD’8 The publication of the
National Institute of Statistics (2012) showed tthat presence of women in the BD’s of
IBEX 35 firms was 10.3%, which is insufficient, thigher than in previous years, as in
2005 this figure did not exceed 2%.

Previous research addresses the relationship betgesder diversity in BD’s and
the creation of firm value. Adler (2001), Adams aRdrreira (2003), Carter et al.
(2003), Jimeno and Redondo (2008) and Campbell &hdguez-Vera (2008)
documented that the presence of women in decis@king positions with high
responsibility increased the value of the firm.cbmtrast, Burke (1997), Robinson and
Dechant (1997), and Campbell and Minguez-Vera (20€@&cluded that gender
diversity in BD’s could become a competitive adea® and a source of value for the
firm. Similar results from Erhardt et al. (2003)rishnan and Park (2005), Jimeno and
Redono (2008) and Castafio et al. (2009) demondtiiat the degree of gender

diversity in BD composition can lead to increaséunfperformance. Burgess and

124



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

Tharenou (2002) showed that firms with heterogead®iD’s reduced the likelihood of
poor performance as a result of decisions takemil&iy, Watson and Robinson (2003)

reported that women in BD’s were more risk avensmaking important decisions.

Vance (1983) and Waldo (1985), among others, taghlithat the Delegate
Committees facilitate the effectiveness of BD’s aodtribute to a more skilled use of
it, which will permit greater flexibility and effiency. Therefore, Board Sub-
committees have become an integral part of Corpofabvernance mechanisms.
Previous studies seem to support the benefits etbrirnom Board Sub-committees, as
they may exercise their functions more independard efficiently (Vance, 1983;
Ruigrok et al., 2006; Laux and Laux, 2009), and fin@ will permit greater value
creation and reduce the manipulation of informatidMafeas, 1999; Klein, 2002;

Walker, 2009), among other aspects.

Authors such as Carter et al. (2003) and Adler 208mong others, show that the
presence of women in BD’s increases business peaioce, and ultimately, the value
of the firm, because women exercise better thergbhinction, and therefore, agency
costs arising from the separation of ownership @atagement can be reduced. In the
same sense, previous studies (Adams and Ferr@08, &hd Schwartz-Ziv, 2011) also
documented that women in BD’s are better able teeld® monitoring activities.
Nielsen and Huse (2010) examined Norwegian firmsciwvihad from 50 to 5.000
employees, and showed that gender diversity in BB¢seased strategic control of

them, providing advantages in the strategic deeisiaking of BD’s.

Therefore, and taking into account previous evident is expected that as the
number of women increases in BD’s, the greater balthe likelihood of creating
Delegated Committees, as female directors on BDik @demand more control
mechanisms with which to exercise greater supemvisind monitoring of both, the
management team and other members of BD’s, maletigrodecisions that positively

impact shareholders. Hence, we posit the followipgothesis:

Hypothesis 1. The number of women directors onBbard of Directors is

positively associated with the voluntary creatidrBoard Sub-Committees.
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Percentage of Female Independents Directors on Bisof Directors

The presence of independent members of BD’s isndakéor them to adequately
perform the functions of control and supervisionddpendent directors are those
members of recognised prestige who bring experiemod expertise to Corporate
Governance, who are not linked with the managernaam and cannot be considered as
executives or representatives of large shareholddvat is why the CGG recommend
that the presence of independent members in BDat ieast, one third of all directors,

in order to produce effective management (CUBG 6200

A large number of previous studies (Abbott et aD00; Deli and Gillan, 2000;
Carcello and Neal, 2003; Felo et al., 2003, Braghairal., 2006; Song and Windram,
2004; Karamanou and Vafeas, 2005; Pucheta-MarandzDe Fuentes, 2007; Bédard
and Gendron, 2010) analyse the impact of the inudgiece of the Board Sub-
committees, particularly the AC, documenting thatependent AC’s provided higher
quality financial reported in the process. SimitaKlein (2002) and Xie et al. (2003)
demonstrated that the existence of an AC was adsdcwith increased control and
monitoring, suggesting an increase in the qualibd dransparency of financial
information. Moreover, Vafeas (1999) documented tha inclusion of independent
and representatives of large shareholders direotothe Nomination Committee aided
in improving the quality of BD’s. Beasley (1996)csted that financial fraud in
companies reduced by the existence of independentb@rs on the AC. Researchers
such as Abbott et al. (2000), Garcia-Osma anddegilAlbornoz (2005), and Song and
Windram (2004) reported that the presence of indéget members on AC’s reduced

accounting manipulations, since they representedhtierests of shareholders.

However, the functions of control and supervisibBD’s may lose effectiveness by
information asymmetries between external and imadedirectors, as internal directors
have more financial information than external dioes. Chen and Jaggi (2000), and
Cheng and Courtenay (2006) documented that firmisithve independent directors on
BD’s were more likely to disclosure more detailed @omplete financial information,
thereby, reducing information asymmetries betweemership and management.

Cormier et al. (2010) revealed that the indepengd@idD’s was positively associated
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with greater disclosure of information concernihg thanagement and ownership of the
firm. Similarly, Kumar and Singh (2012) investigat#57 non-financial firms in India,

showing that the presence of independent directo8D’s increases firm performance.

The independent members of BD’s will support theaton of Board Sub-
Committees, as such Commissions may reduce inf@madsymmetries between
directors and enhance the confidence of the owareisnvestors of firms. Pincus et al.
(1989), Menon and Williams (1994), and Pucheta-Ma# and De Fuentes (2008)
showed that the increase of independent directbrBDds was associated with the
voluntary formation of AC’s. Cotter and Silveste2003) demonstrated a positive
relationship between the presence of independemb®es on BD’s and Oversight
Committees. In the same vein, Chau and Leung (26%Gh and Rui (2006), and Chen
and Kilgore (2007) concluded that the presencextdraal members on BD’s affected
the voluntary creation of AC’s. Haung et al. (20@@monstrated that the percentage of
independent members on BD’s increased the formatimBoard Sub-committees.
Furthermore, Yatim (2010) analysed a sample ofdiim Malaysia and showed that
BD's more independent tended to create Risk Manegei@ommittees, in order to
maintain their reputation. However, Subramaniaale{2009) analysed 200 firms on
the Stock Exchange of Australia (NSX) and docunbnbat the presence of external

members in BD’s did not influence the creation efkRvlanagement Committees.

Previous evidence does not directly address thaioakhip between independent
women on BD’s and voluntary formation of Board Summittees. Notwithstanding,
we predict that as the percentage of independentemodirectors on BD’s increases,
the greater is the likelihood of establishing Bo&ub-committees, as this will allow
them to conduct a more comprehensive control dwentanagement of the firm. In this
sense, Francoeur et al. (2008) also suggest tleatporating gender diversity and
independence in BD’s will allow better exercisesofpervision and control functions.

Hence, we posit our hypothesis in the following meam

Hypothesis 2: The percentage of independent wormeatars on the Board of

Directors is positively associated with the volugtareation of Board Sub-Committees.
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Percentage of Female Executives Directors on Boaad®irectors

The executive or internal BD members are those wlssess executive or
management functions in the firm or in one of thartipipating firms, and can
sometimes maintain with the firm a contractual, owercial or otherwise relationship,
other than the position of director (CUBG, 2006as@iio et al. (2009) noted that in
2006 the IBEX 35 firms had 2.2% of female executirectors on BD’s.

When the chairman of the BD and the Chief Execuf¥icer (CEO) are the same
person, the BD usually has more executive memlmnge the work between the
chairman and these members is more direct, bedhegehave common knowledge
concerning the firm, and also the executive dinectwill be less willing to question
their views. The inclusion of executive membersB@is can provide knowledge about
the inner workings of the firm, because of theilatienships within the company.
Baysinger and Hoskisson (1990) proposed that tleewtive directors of the BD had
more information and knowledge with which to evatustrategic decisions. Cheng and
Courtenay (2006) examined 115 firms and demonstrétat those BD’s having a
greater number of executive members reduced tlamdial disclosures and, therefore,
did not provide the desired level of control. Ireteame vein, Huang et al. (2009)
reported that the executive directors of BD’s weegatively related to the composition

of Delegated Committees.

Other studies link executive directors with finacperformance. Cochran et al.
(1985) and Vance (1983) reported that the execumigembers of BD’s were positively
related to the financial performance of the firnerfandes (2008), after analysing a
sample of Portuguese firms, demonstrated thatdhmineration of executive directors
Is positively associated with the value of the fitmat only when the BD is comprised
solely of executive directors. Furthermore, thedgtalso documents that the presence
of executive directors on the BD aligns the inteyesf shareholders and managers.
However, Cho and Kim (2007) showed that the firmfgrenance of the companies was
reduced when the BD had executive directors, dwgémcy costs arising from internal
directors and minority shareholders. Hsu and WuL@2@nalysed 101 London Stock
Exchange firms, and demonstrated that a higheeptage of internal directors in BD’s
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increased the likelihood of business failure. le 8ame vein, Ruiz-Barbadillo et al.
(2007) examined 75 Spanish firms, which voluntaioiymed an AC from 1998 to 2001,
and demonstrated that the presence of executiextdis in BD's increased their
capacity to influence the decision-making of the’8D@hus, reducing the effectiveness
of AC’s.

Although previous evidence is inconclusive, we prethat the higher percentage of
women executives on BD'’s, the lower the probabitifyvoluntary creation of Board
Sub-Committees, as these committees involve moggergision and control on
executive functions and, therefore, they will buectant to demand internal control

mechanisms. Hence, we posit our hypothesis ind@ifing manner:

Hypothesis 3: The percentage of female executirestdrs on the Board of
Directors is negatively associated with the voluptacreation of Board Sub-

Committees.

Percentage of Female institutional Directors on Bais of Directors

The institutional directors are those who hold ecgetage of shares greater or equal
than to what is considered legally significant,vano have been appointed in their
capacity of shareholders, although their sharehgldioes not reach that amount, and

who represent the aforementioned shareholders (GC2B@5).

Gomez (2005) and Mateos et al. (2010) demonstrihiaidthe majority of women
who were part of the BD of Spanish firms were tusibnal directors. Olcese et al.
(2005) showed that only 4% of BD members were wgnenwhom 70% were
nominated institutional directors. Castafio et2000) concluded that in 2006, 5.15% of

IBEX 35 firms had female institutional directors.

An important range of studies have analysed thatiogiship between the
institutional directors on BD’s and financial repog quality. Garcia-Osma and Gill de
Albornoz (2005) reported that the presence of tuisbinal directors on BD’s decreased

the number of fraudulent accounting practices. \Wassin (2009) analysed Malaysia
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Stock Exchange firms for 2001 and 2002, and dematest that the presence of
institutional directors on BD’s increased corporansparency. Hsu and Wu (2010)
observed the London Stock Exchange (LSE) for theogel997 to 2005, and showed
that institutional directors had greater ability teport and monitor corporate
management than internal directors. Colpan and iKasla (2012) investigated
Japanese firms during the period from 1997 to 2G0W concluded that external
directors of BD’s promoted the interests of thenBrand banks they represented which,

consequently, improved control-specific interestshareholders.

Board Sub-Committees are more likely to pay attentto the interests of
shareholders, ensuring that new members of the lB@xternal members who possess
skills necessary to perform their duties. Vickretial. (1993), after analysing 100 U.S.
firms during the period 1980-1987, demonstrated ittsitutional directors on the AC’s
mitigated the independence of the committees,@astiad direct information of the firm
that can be used with financial interest. Wrigl89@) analysed 151 non-financial firms
in the U.S., demonstrating that when there wasgelaumber of institutional directors
on the AC, this reduced the quality of financiafonmation, thus, hampering
supervisory functions of the firm. In the same eaht Yammeersi and Herath (2010),
and Kumar and Singh (2012) reported that the poesef institutional directors in
BD’s influenced negatively the firm performance rthermore, Grossman Hart (1980),
and Shleifer and Vishny (1997) showed that ingtnal directors of BD’s reduced
agency costs, since they have strong incentivesotator managers.

Previous evidence regarding the impact on a firnmstitutional directors on BD’s is
inconclusive. For this reason, we do not predigt dimection for the percentage of
female institutional directors on BD’s, since thewyay demand more control
mechanisms for the voluntary creation of Board Swibamittees, as this may exert
more direct control over the management team, ttealsicing information asymmetries
and, as a consequence, agency costs (Shleifer afhyy 1986; Bahalba and Rao,
1995). But the opposite may be also expected, doapto prior literature. Hence, we
posit our hypothesis in the following manner:
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Hypothesis 4: The percentage of female institutiaheectors on the Board of
Directors is positively or negatively associatedhwihe voluntary creation of Board

Sub-Committees.

Percentage of Ownership Held by Female DirectorsBoards of Directors

Ownership of the firm by the managers is another feetor in reducing agency
costs. Agency theory considers that the BD shoulsuee the interests of the firm
owners and also reduce agency problems arising fiaiormation asymmetries.
Previous studies (Jensen and Mecking, 1976; Jed®838; Chen and Steiner, 1999;
Crutchley et al., 1999; Ang et al., 2000; Salaf)20-leming et al., 2005; Lasfer 2006)
showed that management ownership caused a grd@pemant of interests between
owners and managers, as reducing agency costsg@manPruitt (1996) demonstrated
that as management ownership increased, agency desteased, but when ownership
reached a certain high point, then agency costeased. In contrast, Barnes et al.
(2005) analysed a sample of recently establishédsrnall and fast growing U.S. firms,
revealing that increased ownership by manager&ased agency costs. Pincus et al.
(1989) found that firms with low ownership manageimencouraged the voluntary
formation of AC’s. In the same vein, Groff and Maiacic (2011) showed that the
ownership structure of Slovenian firms negativeljuenced the voluntary formation of
AC’s. Pucheta-Martinez and De Fuentes (2008) detraind that there is no
relationship between ownership by members of BD@ the voluntary creation of an
AC.

Furthermore, there are other members in the BDctstre that could influence
agency costs, such as banks and owners with acbigtentration of ownership, which
can provide control and reduce agency costs. Tégepce of a large shareholder, able
to control and fire managers, can help mitigatenaggroblems and influence the BD,
either via their integration or through a repreasme, thus, influencing decision
making and mitigating potential opportunistic bebay (Craswell et al., 1997; Cuervo-
Cazurra, 1998).
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In Spain, unlike in Anglo-Saxon countries, therailigh ownership concentration.
Hence, problems between owners and managers amnahiand highlight problems
between large and minority shareholders, as thadptry to expropriate the wealth of
the latter. In this sense, Reyes (2002) analyssheple of Spanish listed non-financial
firms for the period from 1996 to 1998, with thesuk that, for the year 1998, 82.98%
of firms had ownership concentration (consideretéovhen shareholder participation
exceeded 10%). Consequently, in this context wdigrr¢hat the lack of incentives of
minority shareholders, as well as the control @gertby the large shareholder on BD’s
diminishes the interest in the voluntary creatiérBoard Sub-Committees. Hence, we
posit our hypothesis in the following manner:

Hypothesis 5: The percentage of shares held bylédigectors on the Board of
Directors is negatively associated with the voluptacreation of Board Sub-

Committees.

Remuneration of Female Directors on Boards of Ditecs

In Spain there has been a wave of financial scandakecent decades and the world
economic and financial situations have questionatismillion euro remunerations and
indemnities received by executives and directorrofs. As firms have been reluctant
to disclosure the remuneration of directors andosenanagement, Spanish legislators
have drafted regulations in order to make firms entvansparent and to publish the
remunerations of directors. Thus, the LTLT (200&8)éd listed firms to publish the
compensation of their directors in their annuabréq together with a breakdown of the
elements that form them. Despite legislation, sd@panish firms do not disclosure
details of the remuneration of directors and sem@nagement, as corroborated by
Merino et al. (2009), who reported that that 74.38f&panish firms did not include

information on the remuneration of senior positionthe annual reports.

Remuneration of directors is an important elemanteducing problems associated
with the separation of ownership and control. ThemRneration Committee is
responsible for proposing the remuneration of diec and senior management,

although ultimately BD’s are responsible for appngv remunerations.
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Notwithstanding, there may be conflicts of intefestween shareholders and managers
(agency theory), mainly due to the existence afrimfation asymmetries (Arrow, 1991).

Jensen and Murphy (1990) showed that the systedliredtor's compensation is an
alignment and monitoring mechanism, which supesvidee management behaviour
about firm performance. In this context, Jeppsonle{2009) demonstrated a positive
relationship between the remuneration of direcamd business performance. However,
Alshimmiri (2004) reported that there was a negatirelationship between the
remuneration of senior management and firm perfaceaFurthermore, Brick et al.
(2006) also concluded that excessive remunerafi@er@or management and the Chief
Executive Officer (CEO) was associated with a lofweancial performance of firms,
while that Lippert and Rahman (1999), after analysiL,000 firms in the Stock
Exchange, observed that CEQO’s incentive contramtarfulti-national firms were not

related to firm's financial performance.

Moreover, Johnson et al. (2003) investigated 2.5&% firms for the period from
1992 to 2001, pronouncing that the best measurgSood Governance of the firms
relied on incentives received by senior managentmtontini and Bozzi (2011), after
analysing a sample of firms from the Milan StoclcEange for the period from 1995 to
2002, concluded that the remuneration of BD’s walated to the characteristics of
Corporate Governance of the firm. On the contrahg authors documented that
excessive compensation was not related to futusetnbss performance. Eckles et al.
(2011) revealed that the remuneration of directeais associated with the presence of
certain governmental structures, while the resait® showed that incentives received

were inciting managers to manipulate their earnings

Previous evidence on the effects of remuneraticatesys for directors in firms is
mixed, but it is undeniable that the compensatigstesn is not a neutral mechanism.
Thus, we predict that the remuneration of femaledadors in BD’s is positively
associated with the voluntary creation of Board-Sa@mmittees, as this will increase
the need to exercise greater supervision and dooftrthe performance management,
and therefore, the greater the demand will be émtrol mechanisms. Hence, we posit

our hypothesis in the following manner:
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Hypothesis 6: The remuneration of female directarshe Board of Directors is
positively associated with the voluntary creatidrad@oard Sub-Committee.

3.3. METHODOLOGY AND SAMPLE

3.3.1 Methodology

In order to test empirically the hypotheses, wethseollowing logistic regression:

CDCA;= Bo + Bl NUMCA; + Bz %MICA; + Bg %MECA;: + [34 %MDCA; + [35
%ACCWOM; + s REMUCA; + B7 TAMCA i+ Bs REUNCA; + Bg TAMEMPR;; + B1o
ANTEMPR;; + B11DPCit + B12BIGFOUR: + B13LEVi: +2 0j FIRM; + wit

Where variable CDCA will take the value 1 if the Bias constituted voluntarily all
or some of the Committees recommended by the Caid@é€G (Executive Committee
and Oversight and Control Committee: Nomination ddemuneration Committee
and/or Compliance Commissions or Corporate Govesjaand 0, otherwise. The AC
is not studied in this work because it is a Boanh-Eommittee mandatory rather than
voluntary. Moreover, we also study how gender digrin BD’s can influence the
voluntary creation of an Executive Committee, oa ¢ime hand, and some or all of the
Committees for Oversight and Control, on the otfius, this paper tests three models.
In Model 1, the dependent variable CDCA analysé£ammittees recommended by
the CGG, taking the value 1 if the BD has volutyacreated all or some of the Board
Sub-Committees and 0, otherwise. In Model 2, theeddent variable CDCA (named
CDCAl) takes the value 1 if the BD has voluntaréggtablished an Executive
Committee and 0, otherwise. Finally, in Model % ttependent variable CDCA (named
CDCA2) takes the value 1 if the BD has voluntadgtablished a Committee for
Oversight and Control: a Nomination and Remunemat@ommittees and/or the
Compliance Committee or Corporate Governance anth@ywise. Table 21 provides a

description of the variables.

134



Gender diversity on Boards and Audit CommitteeSpatnish listed firms

TABLE 21

Variable Description

Expected
Sign in the
three
Variable Description models
INDEPENDENT VARIABLES
NUMCA Number of women in BD +
%MICA Nu_mber of independent women in BD/ Total number
of independent members in BD
%MECA !\lu_mber of insiders_ women in BD/ Total number of
insiders members in BD
%MDCA Number of grey women in BD/ Total number of grey /.
members in BD
%ACCWOM Shares held by women of BD -
REMUCA Log of woman compensation of BD +
CONTROL VARIABLES
TAMCA Total number of directors in BD +
REUNCA Number of times BD meets per year +
TAMEMPR Log of total assets (in thousands of Euros) +
Log of the difference between setting-up firm and
ANTEMPR observation year -
Dummy variable equals to 1 if the same person
DPC serves simultaneously as CEO and President of the -
BD
BIGEOUR Dummy varl_able e_q_uals. to 1 if the firm is audited b +
one of the big auditing firms
LEV Ratio of book value of debt over total assets -

3.3.1.1. Independent Variables

Number of Women on Boards of Directors
The variable number of women in BD’s is defined'ld§/MCA", and is calculated
as the total number of women who make up the BI2. @pected sign for this variable
is positive for all models, since the higher thentver of women in BD’s, the greater the

likelihood of creating voluntarily Board Sub-Comtags.
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Percentage of Independent Women on Boards of Diremts
The variable "%MICA" is calculated as the ratio vee¢n the total numbers of
independent women and independent members who upattee BD. The expected sign
is positive for all three models, because in insire@ the percentage of independent
women on BD’s, the greater the likelihood of cregtivoluntarily Board Sub-

Committees.

Percentage of Executives Women on the Board of Dictors
This variable is defined as "%MECA" and is calcethas the ratio between the total
number of women executive directors in BD’s and th&al number of executive
directors in BD’s. For this variable, a negativgrsis expected for the three models, as

it will reduce the likelihood of creating voluntgrBoard Sub-Committees.

Percentage of Institutional Female Directors on th&oard of Directors
This variable is defined as "%MDCA" and is calcathis the ratio between the total
number of institutional female directors in BD’sdathe total number of institutional
directors in BD’s. The expected sign is positivenegative for all three models, as it
may increase or reduce the likelihood of creatiolgintarily Board Sub-Committees.

Percentage of Shares Held by Women Directors on Buais of Directors
The ownership of women directors on BD’s is defimesd"%ACCWOM", and it is
calculated as the percentage of shares held by walinectors on BD’s. The expected
sign is negative for all three models, since treatgr the ownership of the firm held by
women directors on BD’s, decreases the likelihobdreating voluntarily Board Sub-

Committees.

Remuneration of Women Directors on Boards of Direairs
As compensation approximation for women directarB®'s, we have defined the
variable "REMUCA", measured as the logarithm ofatotompensation women
directors on BD’s. We expect a positive sign fag three models, since the higher the
remuneration for women directors on BD’s, the geeahe likelihood of creating

voluntarily Board Sub-Committees.
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3.3.1.2. Control Variables

To test the proposed models we include controlabdes that could influence the

voluntary establishment of Board Sub-Committees.

Boards Directors Size
In Spain, the Olivencia Code (1998) as the Cadireyport (1992) in the UK,
recommended that the BD should be made up, on geeby three Directors. A few
years later, the CUBG (2006) indicated that th@memended percentage of members
for BD should be not less than five nor shouldatrhore than fifteen. Jensen (1993)
stated that the optimal size of the BD was fromegeto eight members. Kang et al.
(2007) analysed 100 Australian firms in 2003, desti@ting that the optimal size of the

BD was from eight to nine members.

Previous studies show a relationship between BB & the formation of its Board
Sub-Committees. In this context, Bradbury (199®aree and Zahra (1992), Menon
and Williams (1994), Piot (2004), Chen and Kilg¢2607), Pucheta-Martinez and De
Fuentes (2008), and Groff and Valentincic (201i)pag others, show that the number
of directors on BD’s is positively associated wikie voluntary creation of AC’s. This
can be justified by the fact that a large numbanembers in the BD has more financial
information to make highly responsible decisionarf\e Berghe and Levrau, 2004),
and at the same time, they have more skills todinate the functions of BD (Agrawal
and Knoeber, 1999) and to create its Board Sub-Gtses. Carson (2002)
demonstrated that Australian firms with more memben the BD’s increased the
formation of Nomination Committees. Haung et aDqQ®) analysed 1500 S & P firms
during the period from 1996 to 2002 and concluded & large number of members on
the BD increased, positively, the voluntary forroatof Board Sub-Committees. In the
same context, Subramanian et al. (2009) documetitad the creation of a Risk

Management Committees was more prevalent in thoses fvith a larger BD.

We define BD size as "TAMCA". This variable is adkted as the total number of

members of the BD. The expected sign for this \eigs positive, since the larger the
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BD, the greater the probability of creating voluilyfaBoard Sub-Committees, as the
need to create commissions increases in ordereégate certain functions of the BD.

Board Directors Activity

Another control variable that we consider is BDhat. It is hoped that an increased
number of BD meetings would provide greater contnadr the management and, thus,
reduce financial irregularities and increase quationtrol functions. Banegas et al.
(2006) showed that the BD’s of IBEX 35 firms meppeoximately, 10 times a year,
which was about once a month. According to theirdgt BD activity improved
operation and participation of the directors in #@ne. Moreover, the authors also
showed that those BD’s which do not meet quiteroffeomote absenteeism, which
might impair the functions of supervision and cohtof BD’s and Board Sub-

Committees.

Vafeas (1999) documented that augmenting the nunmbeetings of theBD
increased the demand for control mechanisms, ttrearslining the BD. Lipton and
Lorch (1992) documented that a higher frequencigdfmeetings was more likely to
increase financial performance. Moreover, if a Bbréases the frequency of meetings,
firms are more likely to recover from bad resul@fieas, 1999). Abbott et al. (2000)
documented that firms with AC’s composed of indefgstt directors and who met, at
least, twice a year, were less likely to suffenfréraudulent financial reporting. Xie et
al. (2003) concluded that those BD’s which met maiten were less likely to suffer

from earnings management.

This variable is defined as "REUNCA" and is caltedthas the total number of
meetings of the BD. The predicted sign for thisalale is positive, as the higher the BD
activity, the greater the likelihood of creatingwatarily Board Sub-Committees, as this
will increase the number of control mechanisms.haw such as Haung et al. (2009)
documented that BD activity was positively related the voluntary creation of

Government Committees.
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Firm Size
The firm size is another control variable usedhis study. The implementation of
control mechanisms implies that firms can incuvated costs. Jensen and Meckling
(1976) concluded that larger firms had more agerwsts; hence, they needed more
control mechanisms. Previous studies (Pathan, 2009t al., 2009) demonstrated that
large firms will require increased oversight funas and, therefore, require a larger

number of control mechanisms such as Risk and timp@nsation Committees.

Some authors, such as Devers et al. (2008), P42@09) and Sun et al. (2009)
concluded that a larger-sized firm increased thednéo incorporate control
mechanisms; hence, it is necessary to increasedB8ab-Committees in order to
perform control functions. Rodriguez (2005), andiz€ma and Shinozawa (2012)
documented that larger-sized firms tended to crBatrd Sub-Committees. Haung et
al. (2009) concluded that larger firms were posiivrelated to the formation of
Government Committees. Subramanian et al. (2008)Yatim (2010) concluded that
larger-sized firms increased the formation of RMknagement Committees. In the
same context, Pincus et al. (1989), Piot (2004)hRind Rui (2006), Pucheta-Martinez
and De Fuentes (2008), Chen et al. (2009), and fGanfl Valentincic (2011)
demonstrated that there is a positive relationdiepveen firm size and voluntary

formation of AC'’s.

The variable firm size has been defined as "TAMEMRRd is calculated as the
natural logarithm of total firm assets. The expécsgyn for this variable is positive,
since the larger the firm, the greater the needctmtrol mechanisms and, therefore,

firms will demand the voluntary creation of BoardbSCommittees.

Firm age
The setting-up of the firm is a key element for thdoption of Board Sub-
Committees, as it is expected that older orgamisatiare resistant to change, unless
changes are required. Baum and Shiplov (2006) sthotmat firm age could be
indicative of the experience, adaptability and mearlcredibility. Chizema and
Shinozawa (2012) reported that firms with great@fgssional experience adopted a

commission system based on the creation of Audimnibation and Remuneration
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Committees. However, Sherer and Lee (2002) denaimstrthat older firms were
reluctant to change and, therefore, were moretaesdiso the implementation of Board

Sub-Committees.

Hence, this variable is defined as "ANTEMPR" andatculated as the logarithm of
the difference between the year of establishmenh®ffirm and the observation year.
The expected sign for this variable is negativeyagredict that the older the firm, the

lower the probability of creating voluntarily Boaglib-Committees.

Duality in the Position of Chairman of the Board of Directors and Chief
Executive Officer (CEO) of the Firm
When the positions of Chairman of a BD and Chieédutive Officer (CEO) fall on
the same person (CEO duality), this may cause &tantages and disadvantages. The
accumulation of responsibilities influences the wasgjon of internal and external
leadership; hence, it reduces the cost of informma#éind coordination. Moreover, CEO
duality sometimes increases the concentration afepon one person, leading to

opportunistic behaviour, contrary to the interedtshareholders (Jensen, 1993).

Laux and Laux (2006) reported that CEOs tended émipulate earnings, which
explains the necessity for BD’s to demand contrethanisms. Pi and Timme (1993)
and Dehaene et al. (2001) show that CEO dualitdyres a poor quality of financial
information. Haung et al. (2009) studied a samplé5®0 S & P firms for the period
from 1996 to 2002 and reported that the separatidhe positions of Chairman of the
BD and CEO was positively related to the formatdrBoard Sub-Committees. Yatim
(2010) examined 690 firms in Malaysia in 2009 anddatuded that the separation of
Chairman of the BD and CEO positions increasedfdimation of Risk Management
Committees. However, Collier (1993), and Puchetatiaz and De Fuentes (2008)
demonstrated that CEO duality did not influencevbleintary formation of AC’s.

Hence, another control variable that we will usevieen one person simultaneously
holds the position of chairman of the BD and CEQ aefines it as "DPC". The
variable is calculated as a dummy variable thatéddke value 1 if one person is holding

both positions as chairman of the BD and CEO amatl@srwise. For this variable, we
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expect a negative sign for the three models, as @kality may hinder the work of the
BD in performing supervision of the management teand, therefore, the demand for

control mechanisms as Board Sub-Committees wilimlsh.

Auditing Firm
Auditors are external control mechanisms of org#oss, although in recent
decades their work has been questioned, due w@idbal financial and economic crises.
Auditing firms influence the internal control ofelorganisation in order for firms to
comply with the recommendations of the CGG. Theafsieig audit firms is linked to
the quality of financial reporting (De Angelo, 1981

Previous studies (Pinkus et al., 1989; Bradbury@0lollier, 1993; Menon and
Williams, 1994; Collier and Gregory, 1999; Carsa2002) showed a positive
relationship between large firms and the voluntarynation of AC’s. Moreover, small
audit firms promote, to a lesser extent, the esflafent of AC’s (Pincus et al. 1989;
Collier, 1993). However, authors such as Piot (20Wllekens et al. (2004), Firth and
Rui (2006), Pucheta-Martinez and De Fuentes (2@0W),Groff and Valentincic (2011)
demonstrated that the use of a large auditing filich not influence the voluntary
adoption of AC’s. Yatim (2010) examined firms fromalaysia in 2009 and
documented that those firms which were audited bg of the four audit firms
increased the incorporation of Risk Management Citees. In contrast, Subramanian
et al. (2009) showed that the use of a big audifiimg did not influence the formation

of a Risk Management Committee.

We define the variable auditing firm as "BIGFOURidacalculate it as a dummy
variable that takes the value 1 if the firm is &ediby a major accounting firm (Ernst &
Young, PriceWaterHouseCoopers, Deloitte and KPM@) @, otherwise. A positive
sign is expected for this variable, because ifdbmpany is audited by one of the big
auditing firm it is more likely to create voluntrBoard Sub-Committees, since a large

auditing firm can promote an increase of controthamisms within the firms.
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Leverage

The level of financial leverage measures the priioof debt that the firm supports
relative to its total assets. With increase in fiicial leverage, a priori, agency costs
increase; hence, loss of trust increases betweeersvand managers. When financial
debt levels are high, control mechanisms are ise@an order to reduce agency costs
(Agrawal and Knober, 1996). Previous studies (Jerssel Meckling, 1976; Pincus et
al., 1989; Piot, 2004) demonstrate that high fimaieverage increases the formation of
control mechanisms, which would increase the aeatf Board Sub-Committees
(Bradbury, 1990; Deli and Gillan, 2000).

Ang et al. (2000) demonstrated that there is arrge/relationship between leverage
and agency costs. Carson (2002) analysed Austrialras and demonstrated that debt
level was positively associated with the formatidrthe Nomination Committee. Cotter
and Silvester (2003), Chen and Kilgore (2007) armkrCet al. (2009) showed that
increased debt-level incentives for organisatiamghie voluntary creation of AC's.
Conversely, Groff and Valentincic (2011), and Baihd Hutchinson (2012) reported

that firms with higher debt levels were less liklewoluntarily create AC’s.

The level of debt or leverage is defined as "LEYitl aneasured as the ratio of total
debt and total assets firm. The expected sign Hi Yariable is positive, since the
higher the debt, the greater the demand for conterdhanisms and, therefore, the more

likelihood of formation of Board Sub-Committees.

Firm Fixed Effect
The firm fixed effect control variable, denoted tHIRM”, is intended to capture
unobservable and fixed characteristics of firmg thay potentially be correlated with
the dependent variable. Specifically, we includaryiedicator variables to control for

yearly differences.

3.3.2. Sample

The initial sample of this study consists of allndaancial firms listed on the

Madrid Stock Exchange during 2004-2011. We exclfidancial companies both
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because they are under special scrutiny by findaaihorities that constrain the role of
their BD’s and because of their special accoungiragtices. The information used for
this analysis was obtained from the public recastishe Spanish Securities Market
Commission (CNMV), the SABI database and the dfiavebsites of firms, while
corporate governance information is collected frbra annual corporate governance
reports that all the listed companies have hadibdigh since 2003.

We build an unbalanced panel of 910 firm-year oltéyns from 175 firms. The
panel is unbalanced because during this time pesarde firms became public, and
other firms delisted as a consequence of mergetsaaquisitions. Nevertheless, the

estimations based on unbalanced panels are ableebs those based on balanced

panels (Arellano, 2003).

3.4. ANALYSIS OF RESULTS

3.4.1 Descriptive Statistics for the Sample Firms

Table 22 presents mean value, median, standand ano quartiles 25 and 75 of the

main variables.
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TABLE 22

Descriptive Statistics

A) CONTINUOUS VARIABLES

Variables N Mean Median Std. Dev. Q25 Q75
NUMCA 910 0.723 0.000 0.973 0.000 1.000
%MICA 910 0.067 0.000 0.152 0.000 0.000
%MECA 910 0.019 0.000 0.084 0.000 0.000
%MDCA 910 0.084 0.000 0.198 0.000 0.111
%ACCWOM 910 2.268 0.000 8.927 0.000 0.006
REMUCA 910 0.611 0.000 1.596 0.000 0.000
TAMCA 910 10.349 10.00 3.814 8.000 12.000
REUNCA 910 9.546 9.000 5.067 7.000 12.000
TAMEMPR 910 13.007 12.812 1.880 11.697 14.342
ANTEMPR 910 3.554 3.689 0.953 2.944 4174
LEV 910 0.539 0.511 0.953 2.944 0.693
B) DUMMY VARIABLES

0 % (0) 1 % (1)
CDCA 144 16% 766 84%
CDCA1 586 64% 324 36%
CDCA2 154 17% 756 83%
DPC 682 75% 228 25%
BIGFOUR 127 14% 783 86%

Mean, median, standard deviation and quartileshefrhain variables. NUMCA: Number of women in
BD’s; %MICA: Percentage of female independent doesx on BD's; %MECA: Percentage of female
executive directors on BD’s; %MDCA: Percentage efméle representatives of large shareholders
directors on BD’s; %ACCWOM: Percentage of shareld ty women directors on BD’s; REMUCA:
Log of the compensation of women directors on BDDAMCA: BD size measured as the total number of
directors in BD’s; REUNCA: BD activity measured the number of times that the BD meets per year;
TAMEMPR: Firm size measured as the log of the t@isdets of the firm (in thousands of Euros);
ANTEMPR: Firm age measured as the log of the difiee between setting-up of the firm and
observation year; LEV: Leverage measured as bodkevaf debt over total assets; CDCA: dummy
variable equal to 1 if the BD has established abame of the Committees recommended by the Good
Governance Code (CGG); CDCAL: dummy variable equdl if the BD has established an Executive
Committee; CDCA2: dummy variable equal to 1 if BB has established a Supervision and Control
Committee: a Nomination and Compensation Commated'or a Compliance or Corporate Governance
Committee; DPC: Dummy variable equal to 1 if theneaperson serves simultaneously as CEO and
Chairman on BD’s; BIGFOUR: dummy variable equalltdf the company is audited by one of the big
auditing firms. Significant at *** for 99 percenbaofidence level, ** for 95 percent and * for 90 pent.

As shown in Table 22, the average number of wonmeBD's is .72. Moreover, it is
observed that of all women who make up the BD, @@ @&re independent directors,
1.900% are executive directors and 8.400% aretutistnal directors. The ownership of
the firm held by women directors on BD’s is 2.268%hile the logarithm of the
remuneration of women on the BD’s is .61. Alsaah be seen that the BD, on average,

is formed of 10.349 members and meets 9.546 tinyesra The average size of firms in
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the sample is 13.007 (logarithm of total asseb®),average age of firms is 3.554 years
and finally, the level of leverage is 53.900%. Murer, the statistics reveal that 84% of
companies have voluntarily constituted all or sahéhe Board Sub-Committees, 36%
created an Executive Committee and 83% voluntaidiyned a Commission for
Supervision and Control. Furthermore, in 25% offihas of the sample the chairman
of the BD is also the CEO and 86% of firms are @atby one of the big auditing
firms.

3.4.2 Univariate Analysis

Tables 23, 24 and 25 give the mean of the indepgndaiables of firms in the
sample for the three models, respectively, andréiselts of the parametric t-test for
continuous variables and the Pearson Chi-squardfde dichotomous variables, in
order to analyse differences in the means.

TABLE 23

Means Comparison Test. Model 1.

CDCA (=1) CDCA (=0) Mean Univariate
Variables (N=766) (N=144) Difference test
Mean Mean (p-value.)
NUMCA 0.803 0.299 0.504 5('3%%0)
%MICA 0.078 0.010 0.068 4('3‘&)0)
%MECA 0.020 0.009 0.011 (é'igf)
9%MDCA 0.082 0.096 -0.014 ('8'13?86)
%ACCWOM 2.431 1.406 1.025 (3'28‘7‘)
REMUCA 0.702 0.130 0572 3('3%%0)

Means Comparison Test. CDCA: dummy variable equualsif the BD has established all or some of the
committees recommended by the Code of Good Goveen&dGG); NUMCA: Number of women in
BD’s; %MICA: Percentage of female independent doex on BD's; %MECA: Percentage of female
executive directors on BD’'s; %MDCA: Percentage eféle representatives of large shareholders
directors on BD’s; %ACCWOM: Percentage of sharelsl ty women directors on BD's; REMUCA:
Log of the compensation of women directors on BBSignificant at *** for 99 percent confidence leyel

** for 95 percent and * for 90 percent.
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Table 23 presents the mean differences of the ewgnt variables of Model 1,
where the dependent variable represents the volustaation of all or some of the
Board Sub-Committees. The results in Table 23 stimw the mean difference of the
variables number of women on BD’s, percentage ofale independents directors on
BD’s and remuneration of women directors on BD'e aositive and statistically
significant at the 1% level of significance. Themef, we can accept the hypotheses one,
two and six. Thus, with increases in the numberwaimen, the percentage of
independent women and the remuneration of womestiirs on BD’s, the greater the
likelihood of voluntarily forming all or some of ¢hBoard Sub-Committees. With
respect to the remainder of independent variathesmean difference is not statistically

significant.
TABLE 24
Means Comparison Test. Model 2.
CDCA1l (=1) CDCAL1 (=0) Mean Univariate
Variables (N=324) (N=586) . test
Difference
Mean Mean (p.value.)
NUMCA 1.037 0.549 0.488 7('6‘ %?60)
*RK
%MICA 0.089 0.055 0.034 3('3%%0)
%MECA 0.012 0.022 10,010 '((1)'%%%)
*
%MDCA 0.099 0.075 0.024 (10703892)
%ACCWOM 3.640 1.510 2.130 3('6‘ %21)
*kK
REMUCA 0.977 0.409 0.568 5('5%%0)

Means Comparison Test. CDCA1 is a dummy variablgaktp 1 if BD has established an executive
committee; NUMCA: Number of women in BD’s; %MICAeRentage of female independent directors
on BD's; %MECA: Percentage of female executive aives on BD’s; %MDCA: Percentage of female
representatives of large shareholders director8bis; %ACCWOM: Percentage of shares held by
women directors on BD’s; REMUCA: Log of the compatisn of women directors on BD’s. Significant
at *** for 99 percent confidence level, ** for 9%pcent and * for 90 percent.

In Table 24 we provide the mean difference foritidependent variables of Model

2, where the dependent variable represents thentasju formation of an Executive
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Committee by the BD. This analysis reveals that differences are statistically

significant at 1% or 10% and positive, except foe tvariable percentage of female
executive’s directors on BD’s, which casts a negatilifference. Therefore, we can
accept all hypotheses, except the fifth. Thus, aliog to these results, we conclude
that BD’s of large size, with independent women #ardale institutional directors are
more likely to voluntarily create an Executive Coitige, as well as those firms whose
women directors receive higher compensation ance tehareholdings in the firm.

Moreover, the results also show that the percentdgemale executive directors on

BD’s are less likely to voluntarily establish andextive Committee, as predicted.

TABLE 25

Means Comparison Test. Model 3.

CDCA2 (=1) CDCA2 (=0) Mean Univariate
Variables (N=756) (N=154) Difference test
Mean Mean (p-value.)
*kk
NUMCA 0.812 0.286 0.562 6('5‘(‘)%0)
*kk
%MICA 0.078 0.010 0.068 5('3‘(‘)%0)
%MECA 0.021 0.008 0.013 (10'70%%)
9%MDCA 0.083 0.089 -0.006 ('g'fgg)
%ACCWOM 2.463 1315 1.148 (é'iig)
REMUCA 0.711 0.121 0.590 4('3%%*:;

Means Comparison Test. CDCAZ2 is a dummy variablektp 1 if BD has established a supervision and
control committee: a nomination and compensatiomrodgtee and/or a compliance or corporate
governance committee; NUMCA: Number of women in BD%MICA: Percentage of female
independent directors on BD’s; %MECA: Percentagéeafale executive directors on BD’s; %MDCA:
Percentage of female representatives of large lsbllers directors on BD’s; %ACCWOM: Percentage
of shares held by women directors on BD’s; REMUCAg of the compensation of women directors on
BD’s. Significant at *** for 99 percent confidendevel, ** for 95 percent and * for 90 percent.

In Table 25 is presented the mean difference feritdependent variables of Model
3, where the dependent variable represents thentasju formation by the BD of a
Commission for Supervision and Control. The ressittsw that the mean difference of

the variables number of women directors on BD's flercentage of independent
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women directors on BD’s and the compensation ofwbenen directors on BD’s are
positive and statistically significant at the 1%dg as in Models 1 and 2. Hence, we
can accept the hypotheses one, two and six. Therg ts a high likelihood of creating a
voluntary Supervision and Control Commission as Bi2 size, the percentage of
independent and compensation of women directorBD@'s increase. With respect to
the mean difference of the variable percentagemwife executive directors on BD’s is
positive, contrary to our predictions, and stataty significant at the 10% level.
Therefore, an increase in the percentage of fermadeutive directors on BD’s will
increase the probability of establishing volunt@gmmittees for Supervision and
Control by the BD. The other independent varialblesnot statistically significant.

3.4.3. Regression Results

In Table 26 we show the results of the logisticresgion. As can be observed, we
have built three models. In Model 1, we examinecetiver the BD has voluntarily
formed all or some of Board Sub-Committees. In M&jeve examine whether the BD
has voluntarily established an Executive Committed in Model 3 we observed
whether the BD has voluntarily created a CommitegeSupervision and Control, that
is, if they have formed Appointments and Remunenatand/or Compliance or
Corporate Governance Committees. The Chi-squarshesvs that all three models are

statistically significant at the 1% level.
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TABLE 26

Results of Logistic Regression for Board of Directs

Ex Model 1 Model 2 Model 3
Si pr'l Parameters Wald test Parameters Wald test Parameters Wald test
9 estim. (p.value.) estim. (p.value) estim. (p-value.)
1.439 5504+ 1.743
NUMCA + 0384 2300 9972 o018y  9%* (0187
4.994% 0.370 4.378*
%MICA + 4393 go25 042 (gsaz 401 (go3p)
0.978 5.192% 0.975
%MECA : 1794 o323y 3089 o023 1802 (o393
3.082* 0.243 2.490
%MDCA o- 13D g079) 0289 g6 1215 G115
0.627 5.752% 0.733
%ACCWOM - 0014 ga2gy 0931 go1s) 0016 (039
0.023 0.013 0.031
REMUCA + 0025 ogg1) 9997  oo10) 9030 (ggen)
12,695+ 12,521 14.373%%
TAMCA + 0190 “gooo)y 999  Toooo)y %17 “(0.000)
22 435+ 0.685 13.210%%
REUNCA + 0180 “ooo)y 9913 (0408 %' “(0.000)
12,267 62.090% 17.285%%
TAMEMPR  + 0347 “oo0) 99 0ooo) 249  "(0.000)
0.654 6.895% 1.898
ANTEMPR - 0113 pa19) 028 “gpog 0186 (5i6g)
5.823% 3.646* 5.637**
DPC - 0814 o1y 030  osey 2% (0018
8.87 1% 0.156 6.012%
BIGFOUR + 0846 “gooz) Ol ooz 00 go14)
1.710 2171 2.173
LEV - -0.202 (0.191) 0311 (0.141) 0.212 (0.140)
Firm Fix Effects Included Included Included
Observations 910 910 910
Classification 88.132% 74.286% 87.692%
P 303.771% 261284 317.996%*

Estimated coefficients through logistic regressionModel 1, dependent variable is CDCA, which is a
dummy variable equal to 1 if the BD has establishiédr some of the Committees recommended by the
Code of Good Governance (CGG); in Model 2, dependanable is CDCA1, which is a dummy
variable equal to 1 if the BD has established aacktive Committee; in Model 3, dependent variable i
CDCAZ2, which is a dummy variable equal to 1 if BB has established a Supervision and Control
Committee: a Nomination and Compensation Commated'or a Compliance or Corporate Governance
Committee; NUMCA: Number of women in BD’s; %MICAeRentage of female independent directors
on BD's; %MECA: Percentage of female executive aives on BD’s; %MDCA: Percentage of female
representatives of large shareholders director8bis; %ACCWOM: Percentage of shares held by
women directors on BD’s; REMUCA: Log of the compatisn of women directors on BD'’s; TAMCA:
BD size measured as the total number of directorBD’s; REUNCA: BD activity measured as the
number of times that the BD meets per year; TAMEMIPRmM size measured as the log of the total
assets of the firm (in thousands of Euros); ANTEMIFRmM age measured as the log of the difference
between setting-up of the firm and observation yB&C: Dummy variable equal to 1 if the same person
serves simultaneously as CEO and Chairman on BBIGFOUR: dummy variable equal to 1 if the
company is audited by one of the big auditing fiririSV: Leverage measured as book value of debt over
total assets. Significant at *** for 99 percent fidance level, ** for 95 percent and * for 90 pente
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The results in Table 26 show that, for Model 1, #agiable number of women
directors on the BD (NUMCA) has a positive sign,eapected, but is not statistically
significant; hence, we cannot accept the first tiyesis. Thus, we conclude that the
number of women directors in BD’s has no impactios formation of all or some of
the Board Sub-Committees. This result could bearpt by the fact that the number
of female directors in BD’s is not an essentiatdea for the firms listed in the Madrid
Stock Exchange, as evidenced by Merino et al. (R08® that the number of female
directors in BD’s is not a relevant factor in thetabdlishment of all or some of the Board
Sub-Committees. With respect to the independentliar the percentage of women
independent directors in BD’s (%0MICA), it has a pies sign, as predicted, and is
statistically significant at the 5% level. Henceg wan accept the second hypothesis.
This permits us to conclude that the presencedgpandent women directors on BD’s
increases the probability of forming voluntarilyl ar some of the Board Sub-
Committees. Furthermore, the variable percentagevarhen executive directors on
BD’'s (%MECA) is not statistically significant. Thusve cannot accept the third
hypothesis. As for the variable percentage of femastitutional directors on the BD
(%MDCA), it shows a negative sign and is statisiycaignificant at the 10% level.
Therefore, we can accept the fourth hypothesiss@hesults are in line with those
reported by Wan-Hussin (2009), and Hsu and Wu (R0&Bo show that the presence
of female institutional directors on BD’s bringsarsparency and a greater ability to
report and monitor the management team and, therafas not necessary the creation
of Board Sub-Committees. These findings suggedt tthexe is a substitution effect
between the percentage of female institutionalctirs on BD’s and the voluntary
creation of Board Sub-Committees. With respecthto tariables percentage of shares
held by women directors (%ACCWOM) and remuneratioihn women on BD’s
(REMUCA) are not statistically significant. Thuggetfifth and sixth hypotheses cannot
be accepted.

Regarding the control variables, we note that tweables BD size (TAMCA), BD
activity (REUNCA), firm size (TAMEMPR) and auditrfn (BIGFOUR) have a positive
sign, as predicted, and are statistically significklence, we can confirm, as did many
authors such as Pucheta-Martinez and De Fuent&8)(28aung et al. (2009) and Sun
et al. (2009), that the probability of voluntarflyming Board Sub-Committees in BD’s
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will increase when the size and activity of BD’sli@ase and the company is audited by
one of the big four auditing firms. In additionetlvariable duality of Chairman and
CEO has a positive sign, contrary to the expedaad,is statistically significant. In the
same context, Collier and Gregory (1999) demoredrathat the CEO duality
encouraged the need for stricter control mechanisoth as Board Sub-Committees, to
control the functions of the BD.

The results of Model 2 demonstrate that the vaemblumber of women on BD’s and
the percentage of women executive directors on Bidésent a positive and negative
sign, respectively, as expected, and are stafigtisgnificant. Hence, we accept the
first and third hypotheses. Therefore, we can aafelthat as the number of women in
BD’s increases, the greater the probability of tnggan Executive Committee on the
BD, while a higher percentage of female executivectbrs on the BD reduces that
likelihood. Moreover, the variable ownership held Wwomen directors on BD’s is
positive, contrary to our predictions, and stataty significant at a 5% level, which
does not allow us to accept the fifth hypothesiBusl this result suggests that the
percentage of shares held by women directors ors BDpositively associated with the
voluntary creation of an Executive Committee. Car§2002) obtained similar results,
demonstrating the positive relationship betweensthm@reholdings of directors and the
formation of a Remuneration Committee. Jensen (L8838 Monks and Minow (2004)
argue that high equity ownership by directors isimportant factor in increasing the
willingness of directors to monitor. The remainddrindependent variables are not

statistically significant.

With respect to the control variables, BD sizenfsize, firm age, and CEO duality
show the expected signs and are statistically fsogmit. Thus, we can conclude that the
probability of creating an Executive Committee de 8D will increase in larger and
older firms, whose BD’s are numerous, while thiskability is reduced with CEO

duality. The other control variables are not siigaift.

Model 3 shows that the only statistically signifitandependent variable is the
percentage of independent women directors on Bidfgring the expected sign. Hence,

we can accept the second hypothesis. Thereforerdiog to these results, we can
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assume that the percentage of independent womesttalis on BD’s increases
voluntary establishment of a Committee for Sup@isand Control. With respect to
the control variables, we obtained similar resaksin Model 1. BD size and activity,
firm size and auditing firms are statistically sfgrant and show a positive sign, as
predicted. Thus, we can conclude that there is emtgr likelihood of creating a
voluntary Supervision and Control Committee asidréases BD size and activity, firm
size and when a firm is audited by one of the hiditafirm. Moreover, the variable
CEO duality has a positive sign, contrary to oupestations, but is statistically
significant. Accordingly, this result suggests t@&O duality encourages the voluntary
creation of Commissions for Supervision and Contholthe same vein, Chau and
Leung (2006) also documented that CEO duality exes the likelihood of creating a
Commission for Supervision and Control. The othemtml variables are not

statistically significant.

To test for multicollinearity, we calculated theegpman correlation coefficients for
all of the variables included in the model. Tablé Rresents the results for the
correlation matrix. Analysis of this table showattthe correlation between some pairs
of variables is statistically significant at 1%, 586 10% levels. These results are
consistent with previous studies concerning theumtalry formation of Board Sub-
Committees (Pucheta-Martinez and De Fuentes, 20B®wever, none of the
correlation coefficients are high enough (> 80) dause significant problems of
multicollinearity (see Archambeault and DeZoortD2p) According to these results, we

can conclude that these models do not have signifimulticollinearity problems.
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TABLE 27

Spearman Correlation Coefficients

CDCA CDCAl1 CDCA2 NUMCA PMICA PMECA PMDCA PACCWOM REMUCA TAMCA REUNCA TAMEMPR ANTEMPR DPC BIGFOUR

CDCA1 0.322%**

CDCA2 0.961%* 0.281***

NUMCA 0.206***  0.205***  0.222***

PMICA 0.191%* 0.164** 0.195*** 0.560***

PMECA 0.050 -0.075**  0.056*  0.243** -0.099**

PMDCA 0.023 0.076** 0.040 0.626**  -0.044 0.088*

PACCWOM  0.066** 0.047 0.078*  0.652*** 0.194*** (0.324** (0556***
REMUCA 0.136** 0.151** 0.144** 0.434** 0.376** 0.022  0.154%*  0.224***

TAMCA 0.336** 0.381*** 0.346*** 0.206*** 0.176*** -0.127** 0.085** 0.024 0.094**

REUNCA 0.301** 0.187** 0.269*** 0.045 0.116®* -0.110*** -0.065* -0.015 0.112%*  0.322***

TAMEMPR  0.385*** 0.433** 0.401*** 0.188*** 0.174*** -0.055* 0.070** -0.009 0.229***  0.609***  0.296***

ANTEMPR -0.024 -0.043 -0.036  -0.131**-0.158*** -0.161*** 0.062* 0.000 -0.003 0.079** 0.026 0.119*+*

DPC 0.135%*  -0.050  0.134* 0.031 -0.055*  0.079* -0a®» 0.032 -0.025 -0.039 0.054 0.022 0.007

BIGFOUR 0.345** 0.161** 0.324*** 0.118** 0.069**  0.070* 0.037 0.143%* 0.130***  0.285***  (0.248*** 0.343*** 0.021 0.168***

LEV 0.078** 0.054 0.080** 0.046 -0.093** 0.013  0.120* 0.073** -0.003 0.195**  0.176*** 0.357*+* 0.216%+* 0.035 0.050

Spearman’s correlation matrix. CDCA is a dummy afalé equal to 1 if the BD has established all ans®f the Committees recommended by the Code ofiGoo
Governance (CGG); CDCAL is a dummy variable equdl if the BD has established an Executive Comaeit@DCA?2 is a dummy variable equal to 1 if the Bish
established a Supervision and Control Committegomination and Compensation Committee and/or a Qiamge or Corporate Governance Committee; NUMCA:
Number of women in BD’s; %MICA: Percentage of femaidependent directors on BD’s; %MECA: Percentaigiemale executive directors on BD’s; %MDCA:
Percentage of female representatives of large isblaiers directors on BD’s; %ACCWOM: Percentageladres held by women directors on BD’s; REMUCA: Log
of the compensation of women directors on BD’s; T®&M BD size measured as the total number of dirscto BD’s; REUNCA: BD activity measured as the
number of times that the BD meets per year; TAMEMPRM size measured as the log of the total asdetse firm (in thousands of Euros); ANTEMPR: Fiage
measured as the log of the difference betweemgetid of the firm and observation year; DPC: Dumrayiable equal to 1 if the same person serves samebusly

as CEO and Chairman on BD's; BIGFOUR: dummy vadadual to 1 if the company is audited by one eflily auditing firms; LEV: Leverage measured askboo
value of debt over total assets. Significant at fgr 99 percent confidence level, ** for 95 percant * for 90 percent.
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3.5. CONCLUSIONS

The succession of financial scandals in recentsyead the global financial and
economic crises have led to a distrust of the ahpitarkets. To avoid this situation,
regulatory bodies published the CGG’s in ordemtpriove transparency of information
and firm governance. On the other hand, companesaffected by agency problems
arising from the separation of ownership and contitaus, demanding internal and

external mechanisms in order to increase monitairgjcontrol functions.

The aim of this study is to determine whether gemwdeersity in BD’s of firms listed
on the Madrid Stock Exchange influences the volynfarmation of Board Sub-
Committees. To achieve our goal, we propose thredefts in which we study the
number of women on BD’s, the percentage of femaldependent, executive and
institutional directors on BD'’s, the percentagesbfires held by women directors on
BD’s and the remuneration of women directors on 8The results demonstrate that
the number of women on BD’s only encourages thentary creation of an Executive
Committee, which depends on the BD, while the pasage of independent women on
BD’s increases the voluntary creation of all or soof the Board Sub-Committees and
Committees for Supervision and Control, as eviddrne Cotter and Silvester (1993).
The percentage of female executive directors onsBBduces the likelihood of creating
an Executive Committee. This result suggests thdtigh percentage of women
executive directors on BD’s could be seen as atsutesfor an Executive Committee,
and to avoid duplication of functions, they would more reluctant to create this
Commission. Furthermore, the percentage of fenmadgtutional directors on BD’s is
more likely to reduce the formation of all or sookthe Board Sub-Committees.
Similar evidence was obtained by Wan-Hussin (268%) Hsu and Wu (2010), who
concluded that BD’s dominated by institutional dices reduced the demand for
control mechanisms, as these directors provideasparency and greater oversight
capacity in business management. The ownershiplyaldomen directors on BD’s has
a positive effect, contrary to our predictionsthe voluntary formation of an Executive
Committee. Finally, the results reveal that theuraration of female directors on BD’s

does not contribute to the voluntary creation df @l some of the Boards Sub-
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Committees, nor the formation of an Executive, aBdpervision and Control

Committees.

With respect to the control variables, we can astelthat BD size and firm size
increase the likelihood of forming voluntarily af some of the Board Sub-Committees,
an Executive Committee and a Committee on Oversaght Control. BD activity and
auditing firm also encourage the formation of afl some of the Board of Sub-
Committees and a Commission for Supervision andtr@brbut do not influence the
creation of an Executive Committee. Finally, we edfirm that firm age and CEO
duality discourage the voluntary creation of an dmtire Committee, while the
probability of creating all or some of the Board Sfib-Committees and Supervisory
Control Commission increases when the chairmarhefBD and CEO are the same

person.

The results show that the voluntary creation of sa&Sub-Committees depends on
the female independent directors on BD’s, the nundfewomen directors and the
ownership held by women directors. These findingggest that the presence of women
in decision-making bodies of firms has increased d&egation of functions to Board
Sub-Committees. Hence, given that gender diversit$D’s of listed firms increases
internal control mechanisms, such as Boards of Guimittees, legislation should
encourage more participation of women in governdmmgies of firms as well as the
presence of independent and shareholders womettaitseon BD'’s, because although
in recent years the role of women in BD’s has iasegl, this has not yet advanced
enough. Our evidence supports the legislativeaiivié to establish quotas for women in
corporate governance bodies of firms (e.g., asbyethe European Union Justice
Commissioner and the Financial Reporting Councihat end of 2010), based on the
premise that gender diversity in BD’s encouragelintary creation of Board Sub-
Committees. This point of view is supported by Nkkind Gatfaoui (2012) and Scapin
et al. (2013).

This chapter may promote future line of researatstll, it would add extra value to
analyse the impact of gender diversity in BD’shie voluntary formation of Board Sub-

Committees by comparing companies of the MadrictiStexchange and a country of
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traditional culture, such as the oriental, where thle of women in firm decision-
making is reduced. Furthermore, it would also lerasting to analyse whether gender

diversity in BD’s can influence the demand for emt&# control mechanisms or
diversification of the firm's business.
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CHAPTER 4

BOARD OF DIRECTORS AND DIVIDEND
POLICY: THE EFFECT OF GENDER DIVERSITY

4.1. INTRODUCTION

Previous studies have examined the relationshiwd®et gender diversity on BD’s
and dividend policy. In this sense, Knyazeva et @009) demonstrated that
heterogeneous boards were associated with lowér lealslings, higher dividends and
higher leverage. Wellalage et al. (2012) documeritet the presence of female
directors and CEO duality could pay higher dividerid shareholders. Byoun et al.
(2013) documented that gender diversity on BD’saased the payment of dividends
when firms have greater agency problems regardiag €ash flow, suggesting that
females on BD’s helped mitigate the free cash flmwblem.In addition, Van Pelt
(2013) reported that the percentage of women onsBbB¢reased payout dividends.
However, Francis et al. (2009) demonstrated thmafe CFOs (Chief Financial Officer)
were more likely to reduce dividend payouts dueato increase in accounting
conservatism. Thus, the aim of this study is tolym®awhether gender diversity on

Spanish firms’ BD’s has an effect on the dividemdiqy of the companies.
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Spain is a good context in which to examine theatfbf gender diversity on BD’s
on dividend policies, since most of the studiesualsividend policy refer to non-
European countries (Bathala and Rao, 1985; ZhouRuldnd, 2006; Rakotomavo,
2010; Gupta and Parua, 2012; Said, 2013). On the othedt,the business context in
which Spanish listed firms operate is characterizg@ less developed capital market
and significant ownership concentration, among rsthiglost of the previous evidence
analyses the influence on dividend payout of owmprgoncentration (Chen et al.,
2005; Erol and Tirtiroglu, 2011), outside directq/-Najjar and Hussainey, 2009;
Setia-Atmaja, 2010), taxes on dividends (Amihud &futrgia, 1997), future earnings
(Flint et al., 2010; Lee, 2010; Vermeulen, 20119 arwvestor protection (La Porta et al.,
2000). Howeverljttle research has been performed combining gedidersity on BD’s

and dividend payouts (Wellalage et al., 20B2oun et al., 2013).

This study contributes to the literature by showthgt gender diversity on BD’s
influences the dividend policy of firms, concretéhe percentage of women directors,
the percentage of institutional women directors Hral percentage of shares held by
women directors. Our evidence supports the Spdrash(Act 3/2007 of 22 March, for
Effective Equality between Women and Men), whichbesed on the premise that
corporate boards’ female quote should be 40%. TeniSh legislator allows listing
companies to achieve this gender quota by 201%thsocurrent legislation should
encourage more participation by women in goverrbogies. However, the progress
made is still too slow to meet the government's 2@drget, and for this reason we
recommend that stronger government sanctions, cwdbwvith more effective equality
plans within companies, are required for the quotdbe met. Secondly, our study
provides evidence that gender diversity on BD’s aleviate the agency problem of
free cash flow by monitoring and resolving the ngerashareholder conflict in an
effective way; this is particularly true in the ®pEh context, where two important
agency problems are currently weak, namely shadehaights and low management
ownership. Finally, our findings suggest that aedse board yields benefits to
shareholders through its effect on dividend poliepd further contributes to the
literature on the factors that influence dividerayqut policy. This may be useful for
current and potential shareholders of listing firmsknow more deeply the dividends
policies of the companies in which they invest.
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The structure of this paper is as follows. Afteistimtroduction, the second section
focuses on the theoretical background. The thircti@® describes the institutional
background, while in the fourth section we revidwe previous literature and develop
the hypotheses. The fifth section describes thgopkgmethodology and variables used
in the study; the sixth section shows the obtamsdlts. In the final section, we discuss
our conclusions, explain the limitations inheremtthis study and the future lines of

research.

4.2. THEORETICAL BACKGROUND

According to agency theory, the separation betwbkerownership and control of the
firm generates information asymmetries betweenpidugies, because the owners of a
firm have delegated to managers to act on theialbebhis informational disadvantage
between both parties includes information aboutfitlme's prospects, earnings and risk
aversion, among others. Jensen and Meckling (1®pJained that information
asymmetry between managers and shareholders remghttd agency costs. This gives
rise to a conflict of interest between ownershipn@pal) and the control of the firm
(agent), and therefore becomes an agency problemadrs take daily decisions about
the firm’s earnings, although they do not alwayspdlividend policies which benefit
the shareholders’ interests. From time to timey timay choose a dividend policy that
maximizes their own private benefits. Grossman &gt (1980) documented how
dividend payout mitigated agency conflicts by redgcthe amount of free cash flow
available to managers. In the same vein, JenseB6)1€howed that the distribution
dividend reduces free cash flow at managers’ dapgsevents unprofitable projects
and alleviates agency costs. Hwang et al. (2018)odstrated that dividend payments
reduced the amount of free cash flow, thus redueimprity shareholder rights.

Given that it has an effect on both of their ing¢se dividend policy is the most
important economic and financial policy for managand investors. Furthermore, it
affects the value and financial and economic capaif the firm. Dividend payouts
reduce the total amount of retained profit and cediinancing with private capital. For
this reason, dividend policy depends on comparpesfit distribution priorities and

investment financing decisions.
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The payment of dividends, managerial equity ownprg&nd debt financing are
considered effective mechanisms in mitigating agerunflicts of interest within the
firm (Bathala and Rao, 1995; Diez and Esteban, RMRdzeff (1982) analysed 1000
firms on the Value Line Investment Survey, and emmkd that dividend payments
could be part of a corporate monitoring tool. Isimilar manner, Easterbrook (1984)
argued that dividends help alleviate agency casfliy exposing firms to more frequent
monitoring by primary capital markets, as payingidinds increased the probability
that new common stock had to be issued. De Angeld. €2004) showed that firms
with high cash and low debt capital structures mhwidends to mitigate agency costs.
Sedzro (2010) examined repurchases and regulasaaal dividends, and concluded
that firms with agency problems increased theiulagdividends. However, Chay and
Suh (2009) analysed 5000 firms from Australia, @andrance, Germany, Japan, the
UK and the US, and found weak association betwesyouyt policy and agency
conflicts.

4.3. INSTITUTIONAL BACKGROUND

The context in which this study is framed is crycend for this reason a brief
overview of some important issues concerning Spadigidend policy is provided. In
this sense, we deal with the financial situati@mrporate governance system and gender

diversity.

The recent worldwide financial crisis has led te thternational financial system
losing its credibility. In addition, firms have frlems in getting funding because banks
do not provide financing to them. Many Spanish firfave difficulty in getting
financing. Firstly, Spanish banks have cut thewaficing to clients and firms. On the
other hand, firms cannot use internal financingabse they cannot attend to their debts.
Companies are going bankrupt because they cangdhee debt, consequently leading

to increasing unemployment.

The Spanish corporate governance system is chaeatteby the presence of few
large shareholders or independence on their boandier-developed capital markets, no

active market control, high ownership concentration a one-tier board system (all
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directors, executives and non-executives form aad). In this sense, De Miguel et al.
(2004) showed that ownership concentration is high&pain than in countries such as
the US, the UK, Japan and Germalmythese countries, important institutions, such as
the government and large banks, have become climgralhareholders. As in other
continental European corporate governance systBarip and Lang, 2002), most of
these institutions attain an important positiorboards as they represent the interests of
large shareholders and institutional investors dinaier and Grant, 2005). Most of
these institutional investors are banks, investnfantds and insurance companies.
Institutional investors directly influence the mgeaent’s activities through their
ownership, and indirectly by trading their sharlsthis vein, Delgado-Garcia et al.
(2010) documented that ownership concentratioheénhiands of the largest shareholder
erodes the corporate reputation of Spanish firmsnti@ental European countries’
financial systems contrast with Anglo-American obesause the latter do not consider
institutional investors as significant membershe board.

Spain has undergone significant legal and insti#i changes in order to increase
the transparency of the stock markets and to prot@wority shareholders. One of the
consequences has been the issue of several cod&smdrate Governance: Olivencia
in 1998, Aldama in 2003, and finally, the Conthed€an 2006 which are characterized
by a “comply or explain” principle in the enforcemteof corporate governance

regulations.

Moreover, it is noteworthy that the continuous seetonomic changes in Spain in
recent years have increased gender diversity ors.BOiis increase was enhanced by
the implementation of Conthe Code (CUBG, 2006), seéhproposals are intended to
support female presence in decisions bodies; widemplementation of Act 3/2007 of
22 March, for Effective Equality between Women avien (LOIMH), Article 75,
frames the regulation of the appointment of men wodhen in BD’s in an equitable
way. Furthermore, the presence of women on BD’silshincrease over a period of

eight years since the issue of the law.
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4.4. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

4.4.1. Hypothesis

Percentage of female directors on Boards of Dirasto

Gender diversity on BD’s can help to mitigate agepmblems by monitoring and
resolving conflicts of interests between managadsshareholders (Jurkus et al., 2011).
Authors such as Page (2008), Anderson et al. (284d)Byoun et al. (2013), among
others, argue that gender diversity on BD’s cowddrdase the conflicts between the

principal and the agent.

Previous evidence focuses on the analysis betwesnew on BD’s and dividend
payout. In this sense, Knyazeva et al. (2009) emadchthe Compustat database, CDA
Spectrum and Corporate Library’s Board Analyst datathe period 2001-2006, and
found that board heterogeneity is associated wiginar dividends. Wellalage et al.
(2012) observed the Shenzhen Stock Exchange (SZi®H) 2001 to 2005, and
documented how the presence of female directorklgoaan higher dividends paid to
shareholders. Byoun et al. (2013) consider 2,284sfi of Investor Responsibility
Research Center (IRRC) database, and showed tha fwith more gender diverse
BD’s are more likely to pay larger dividends thamg& without diversity on their BD
when firms perform large free cash flows and caagency problems. In particular,
firms with gender diversity on their BD are asstaiwith a roughly 15% higher
probability of paying dividends than firms withogéender diversity. Van Pelt (2013)
analysed a total number of 1,350 firm-year obseymati and considered that gender
diversity on BD’s increased payout dividends. Néweless, Lickerath-Rovers (2013)
examined 116 Dutch companies listed on the Amster8aronext Stock Exchange,
and found that firms with female directors paid éswlividends than companies without

female directors. Similar evidence was providedinmkus et al. (2011).

In sum, the previous literature seems to suppoet tigpothesis that women's
presence on BD’s has positive impacts on divideagbpt. Therefore, we predict that

the percentage of female on BD’s may have a peséftect on dividend payout. Ye et
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al. (2010) provide evidence that companies witlhghdr proportion of women directors
perform better than those without gender diversithyd this could increase the dividend

payout. Hence, we posit the following hypothesis:

Hypothesis 1: The percentage of female directorshenBoard of Directors is

positively associated with the dividend policy.

Percentage of female independent directors on Baaod Directors

The presence of independent members on BD’s isiegkt perform the functions
of monitoring and supervision. Independent directosin constrain the management's
opportunistic dividend policies, which often behéfiem and other stakeholders at the
expense of shareholders. In recent years, the gropoof independent directors on
BD’s has increased because of the need to pratecelsolders from managerial abuse
and to maximize firm value (Linck et al., 2009)dé&pendent directors have strong
incentives to issue independent and free judgmelating to management influence
(Fama and Jensen, 1983; Weisbach, 1988; Linck,&2G09).

Previous studies have examined the relationshipyvdmt the presence of
independent directors on BD’s and dividend paybuthis sense, Belden et al. (2005)
examined 524 companies listed in the Forbes 500 disthe largest American
companies, and showed that firms with more outsidectors paid higher dividends.
Setia-Atmaja (2010) concluded that the presendad#pendent members on the BD’s
listed on the Australian Stock Exchange increaseddividend payout ratio. Sharma
(2011) examined 944 firms of S&P 1500, and eviddnt®at greater independent
director representation on the BD has a positivd aignificant influence on the
propensity to pay dividends. In the same vein, Aal8bi and Ramesh (2011) studied
the Forecasting Analysis and Modelling Environm@AME) database in 2007, and
reported that the increment of independent direaborthe BD positively influenced the
dividends paid to shareholders. Furthermore, Wadkalet al. (2012) documented a
positive relationship between the proportion ofependent directors and the payment
of high dividends; while Byoun et al. (2013) remaitthat the existence of more
independent board members tends to pay higheretidgl O'Connor (2013) analysed
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220 companies from 21 countries, and demonstré@ddividend payout increased in
firms where board independence was higher. Contapis evidence, other studies
(e.g. Bathala and Rao, 1995; Borokhovich, et &l052 Ruiz et al., 2008; Al-Najjar and
Hussainey, 2009; Tseng et al., 2012) showed thaetivas a negative relationship
between independent directors and dividend payout.

Previous evidence does not directly address thaioakhip between independent
women on BD’s and dividend policy. Notwithstandimge predict a positive association
between the proportion of independent female direcand dividend payout, as this
will allow them to possess more comprehensive obrdver members of the board
(Erhardt et al., 2003), which could also reducefletia of interests between directors
and shareholders (Jurkus et al., 2011). Hence, asé pur second hypothesis in the

following manner:

Hypothesis 2: The percentage of female independiesttors on the Board of

Directors is positively associated with the dividguolicy.

Percentage of female institutional directors on Bals of Directors

Institutional directors are those who hold a petage of shares greater than or equal
to what is considered legally significant, or wheve been appointed in their capacity
as shareholders despite their shareholding nothiggchat amount and who thus
represent the aforementioned shareholders (CUB®)26or this reason, institutional
investors have been the most important controlBhgreholders in cases where the
principal agency conflict has been based on theogx@tion of minority shareholders’
wealth by controlling shareholders. Therefore, iftngbnal owners can monitor the
company and influence the amount of dividends plaidhis sense, Chen et al. (2005)
suggested that dividend payout has been used hyolimmg shareholders in smaller

Hong Kong companies as a way of extracting ressuroen the firms they control.

Previous works have examined the relationship betwastitutional investors and
dividend payout. Faccio and Lasfer (2000) analyded monitoring role of pension

funds in 289 firms in 1996, and found that firmsttwhigh levels of pension fund
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ownership were less likely to be efficient or to/agher dividends than their industry
counterparts. Gugler (2003) investigated Austriemd over the 1991-1999 period, and
documented that state-controlled firms exhibit ghkr dividend payout than family-

controlled firms. Khan (2006) examined the UK St&oichange, and showed a positive
relationship between the level of insurance compahgreholding and dividends
payout, while a negative relationship was found #trareholding by individual

investors. Al-Kuwari (2012) observed 37 non-finahdirms listed on the Kuwait Stock

Exchange in an emerging market between 1999 and,280d found that the

government ownership increased the probability ayimy dividends, consequently
resulting in reduced agency problems. Similar ewigdewas reported by He et al.
(2012).

A large number of previous studies provide evidetied institutional ownership
contributes to increased dividend payout (e.g. ldaral.,, 1999; Short et al., 2002;
Farinha, 2003; Abdelsalam et al., 2008; Hovakimagawa Li, 2010; Van Pelt, 2013).
Nevertheless, Kania and Bacon (2005), Amidu andrAB006), Azzam (2010) and
Ferreira et al. (2010), among others, found thstitutional ownership was negatively
associated with dividend payout

These studies do not directly examine the relalignbetween female institutional
directors and dividend payout. In addition, pregi@vidence regarding the relationship
between institutional directors and dividend payisuhconclusive. For this reason, we
predict that the percentage of female institutiodméctors can either positively or

negatively affect the dividend payout. Hence, wsepitie following hypothesis:

Hypothesis 3: The percentage of female instituliai@ectors on the Board of

Directors is positively and negatively associatethwhe dividend policy.

Percentage of female Executive Directors on Boaad®Directors

The presence of executive directors on BD’s rediiomsperformance due to agency

costs arising between internal directors and minshareholders (Cho and Kim, 2007).
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Dividend payout has been used by companies to eedgency problems between
owners and managers (Easterbrook, 1984; Jensef, 1@&®orta et al., 2000).

According to Jensen (1986), CEO duality on BD’'sréased the concentration of
power in one person, leading to opportunistic b&havthat was contrary to the
interests of shareholders. Maury and Pajuste (2@2mined the Helsinki Stock
Exchange from 1999 to 2000, and showed firms paiet dividends when the CEO
was a large shareholder. Zhang (2008) comparedasle dividend policy of Chinese
firms listed in Hong Kong and those on the Mainlaawd showed that Mainland-listed
firms with combined CEO and chairman titles on itH&D tended to pay lower cash
dividends; however, there was no such evidencetdtong Kong-listed firms. Francis
et al. (2009) studied the ExecuComp database, acdniented that female CFOs
reduced dividend payouts. Deshmukh et al. (201@d ysanel data from large US
companies over the period 1980-1994, and documetitad firms managed by
overconfident CEOs had lower levels of dividendqay In this sense, Banerjee et al.
(2013) studied 3,492 observations from the Compuitabase, and evidenced that
overconfident CEOs tended to prefer not to pay ddinds, preferring instead to
substitute dividends for stockVellalage et al. (2012) analysed the Shenzhen Stock
Exchange, and showed that CEO duality on boardsltees in higher dividends.
Meanwhile, Van Pelt (2013) found a negative assiotiabetween the percentage of
inside directors on BD’s and dividend payout. Hoaevwansourinia et al. (2013)
examined a sample of companies listed on the Tebit@ark Exchange during the period
2006-2010, and found that there was not a significglationship between CEO duality
and dividend policy.

Other studies concluded that CEO duality was pasitiassociated with dividend
payout (Cheung et al., 2005; John and Knyazeva6;288ng et al., 2007; Obradovich
and Gill, 2013; Wellalage et al., 201Abor and Fiador (2013) observed a sample of
listed firms on the Johannesburg Stock Exchange Nigerian Stock Exchange, the
Nairobi Stock Exchange and the Ghana Stock Exchdogag the period 1997-2006,
and showed that Nigerian firms which separateddles of CEO and chairman on the

corporate board had higher dividend payouts.
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Previous literature focuses on the impact that @tvex directors on BD’s have on
dividend payout; however, the effect that femaleceives on BD’s have on dividend
policy has not been previously analysed. Despite the predict that the presence of
female executive directors on BD'’s is negativelyagsated with dividend payout, since
a lower payout of dividends will allow firms to nece agency costs. Thus, we posit the
following hypothesis:

Hypothesis 4: The percentage of female executirectdrs on the Board of

Directors is negatively associated with the divid@olicy.

Percentage of shares held by female directors orails of Directors

Agency theory argues that when shareholders hawategr rights (voting power),
they can use this power to influence dividend poli& strong legal systerhelps to
protect minority shareholders from majority shaitdbecs’ opportunistic behaviour, such
as wealth expropriation and excessive compensatianPorta et al. (2000) and
Wellalage et al. (2012) evidenced that countrieth wieak legal protection for minority
shareholders paid lower dividends.

Most of previous studies analyse the relationslefwben shareholders’ rights — by
means of voting — and dividend payout. Nielsen 8&dudied the Compustat Industrial
Annual Database from 1987-2003, and demonstratatl dbmpanies with weaker
shareholders were more likely to pay dividendisaporn and Ning (2006) examined
3,732 firm-year observations, and evidenced thatsfiwhere shareholder rights were
weak paid out higher dividends. However, Kowalewetkal. (2007) observed 110 non-
financial listed companies on the Warsaw Stock Brge, and showed that companies
with strong shareholder rights paid more dividenkdan firms with low corporate
governance standardsAdjaoud and Ben-Amar (2010) observed 714 firm-year
observations, and evidenced that when sharehoigktsrwere strong, the dividend
payout increased, as shareholders could use theiers to pressure managers to pay
higher dividends. Hwang et al. (2013) studied aarof Korean companies during the
period 2003-2010, and evidenced that firms withkeeahareholder rights paid lower

dividends.
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Other studies (Pérez-Gonzalez, 2003; Troung andnéiea2007; Ramli, 2011)
evidenced that the largest shareholder often iseckalividend payout. Nevertheless,
authors such as Maury and Pajuste (2002), Gugtevamtoglu (2003) and Mancinelli
and Ozkan (2006), among others, found that theetarghareholders reduced dividend
payout levels. Moreover, Zeckhauser and Pound (19@@lied 287 firms in the Value
Line Investment Survey, and concluded that there m@asignificant difference among

dividend payouts with or without large shareholders

Previous evidence about the impact of shares hgldidectors (shareholders vote
rights) on dividend policy does not deal with tledationship between shares held by
female directors and dividend policy. Regardless, predict that the shares held by
female directors on BD’s may have a positive effeat dividend payout, since
shareholders could use their power by means af ¥oéing rights to pressure managers
to pay higher dividends (Adjaoud and Ben-Amar, 2040d therefore female directors

could increase their personal benefits. Hence, ag# the following hypothesis:

Hypothesis 5: The percentage of shares held bylédugectors on the Board of

Directors is positively associated with the dividguolicy.

4.5. METHODOLOGY AND SAMPLE

4.5.1. Sample

The sample is drawn from the population of Spanwf-financial firms listed on the
Spanish Stock Exchange during 2004-2012. We excfudEncial companies both
because they are under special scrutiny by findaaihorities that constrain the role of
their BD’s, and due to their special accountingcpcas. Spanish data is obtained from
the “Sistema de Analisis de Balances Ibéricos” (§Adatabase, from the annual
corporate governance reports that all listed congsahave been required to publish

since 2003 and from the companies’ Web pages.

We build an unbalanced panel of 910 firm-year okésns from 175 firms. Our

sample roughly accounts for more than 95% of thgita@ié&zation of Spanish non-
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financial firms. The panel is unbalanced becauseesirms became public during this
time period, while other firms delisted as a consege of mergers and acquisitions.
Nevertheless, the estimations based on unbalarareslgare as reliable as those based

on balanced panels (Arellano, 2003).

4.5.2. Variables

The dependent variable (DPY) is calculated in tiwegs: (1) as a dummy variable
that takes the value of 1 if the company pays énds, and 0 otherwise (Al-Malkawi,
2008; Al-Najjar and Hussainey, 2009; Byoun et 2013); (2) as cash dividends on
common stock divided by the market value of commstotk of firms listed on the
Madrid Stock Exchange (Fenn and Liang, 2001); @)ttee logarithm of the total

amount of dividend paid per share in the accounteay (Kumar, 2006).

As independent variables, we define the percermédemale directors on the BD as
PERWDBD; it is calculated as the ratio betweentttal number of women on the BD
and the total members of the BD. The PERIWDBD \#Heaepresents the percentage
of independent women directors on the BD; thisakwated as the ratio between the
total number of independent female directors on Bz and the total number of
directors on the BD. The PERINSWDBD defines thecertage of institutional female
directors; it is calculated as the ratio betweean ttal number of institutional women
directors on the BD and the total number of directon the BD. The percentage of
executive female directors on the BD is definedPBREWDBD; it is calculated as the
ratio between the total executive women directordhe BD and the total number of
directors on the BD. Finally, the variable OWNWOMBEpresents the percentage of
shares held by female directors on the BD; it iswlated as the proportion of shares
held by women directors.

We control for a number of factors supported byvigmes evidence (see Rozeff,
1982) that can potentially affect dividend payo@WNCON measures ownership
concentration and is calculated as the percenthgleanes held by shareholders holding
at least 10% of the firm’s stock (Sedzro, 2010)z&b (1982), Jensen et al. (1992),
Gugler and Yurtoglu (2003) and Kumar (2006), amatigers, showed a negative
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relationship between the ownership concentratiahdividend payout. Another control
variable used is investment opportunities; in kvith Ruiz et al. (2008), and we define
it as 10, which is calculated as the rate of asgeta/th. Authors such as Rozeff (1982),
Diez and Esteban (2001), Fama and French (2001)priM{2004), Denis and Osobov
(2008), Ruiz et al. (2008), Al-Najjar and Hussain@p09), Setia-Atmaja (2010),
Sharma (2011) and O’Connor (2013) demonstrated gative relationship between
growth opportunities and dividend payout. The owhgr of managers is also
considered as control variable; it is defined as NIANG and calculated as the
percentage of stocks owned by directors. Previtudies (Rozeff, 1982; Fama and
French, 2001; Short et al., 2002; Hu and Kumar,4208zzam, 2010) reported a

negative relationship between the percentage aeshzeld by managers and dividend

policy.

LEV is calculated as the ratio of book value of deder total assets, and represents
the leverage level of the firm. Previous literat@eeg. Diez and Esteban, 2001; Fama
and French, 2001; Fenn and Liang, 2001; DeAngelal.et2004; Ruiz et al., 2008;
Setia-Atmaja, 2010; Jiraporn et al., 2011; Shar284,1, Byoun et al., 2013) has shown
that high financial leverage was negatively relatedividend payoutwWe also control
for profitability, which is defined as ROA, and calated as the ratio of earnings before
interest and taxation (EBIT) over book assets (@i@w, 2013). Diez and Esteban
(2001), Fama and French (2001), Kania and BacofA520midu and Abor (2006),
Denis and Osobov (2008), Abdelsalam et al. (2088Najjar and Hussainey (2009),
Jiraporn et al. (2011), Al Shabibi and Ramesh (20ahd O’Connor (2013)
demonstrated that firms with a high return on assstio had a greater potential to pay
dividends. ROE represents the profitability of &twmlders' investments and, in line
with Diez and Esteban (2001), is calculated as#ttancome divided by stockholders’
equity. Previous evidence documented that there avasgative relationship between
returns on equity and the dividend payout (e.g.zCded Esteban, 2001; Azofra and
Lépez-de-Fornoda, 2007; Ali Shah et al., 2011; Me012).

Previous literature shows a positive associatidwéen firm size and the dividend
payout (e.g. Fama and French, 2001; DeAngelo e2@04; Denis and Osobov, 2008;
Ruiz et al., 2008; Al-Najjar and Hussainey, 2009jadud and Ben-Amar, 2010; Setia-
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Atmaja, 2010; Al Shabibi and Ramesh, 2011, Jiramtral., 2011; Byoun et al., 2013;
O’Connor, 2013). Thus, we define firm size as FIRKE it is calculated as the natural
logarithm of total assets of the firm. Finally, mars studies (e.g. Mansouriné al.,
2013; Obradovich and Gill, 20)3eported that board size had a positive impaghan
dividends. We therefore define board size as BDS&fi calculate it as the total
number of directors serving on the board (Obradownd Gill, 2013). The variables

used in the model and the expected signs of e&cshawn in table 28.

TABLE 28

Variable Description

Variables Description Exp_ected
Sign

INDEPENDENT VARIABLES

PERWDBD Total number of women in BD/Total member8D +

PERIWDBD Total number of independent women in BDATmumber of members of BD  +
PERINSWDBD Total number of institutional women in BD/Total nber of members of BD ~ +/-
PEREWDBD  Total number of insider women in BD/Tataimber of members of BD -
OWNWOMBD Percentage of shares held by women dirsaa BD +

CONTROL VARIABLES

OWNCON Percentage of shares held by shareholders holdilegst 10% of the firm’s

stock i
10 Rate of assets growth -
OWNMANG Percentage of stocks owned by directors -
LEV Ratio of book value of debt over total assets -
ROA Ratio of earnings before interest and taxafieBIT)/Total book assets +
ROE Ratio of net income/stockholder's equity -
FIRMSIZE Total assets (log) +
BDSIZE Total number of directors serving on board

4.6. ANALYSIS OF RESULTS

4.6.1. Descriptive Statistics

Table 29 presents the mean value, the standard amcb the 25th, 50th and 75th

percentiles of all the variables. As can be seéf% bf the Spanish firms decide to pay
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dividends. In addition, the average ratio betweashadividends on common stock and
the market value of common stock of firms is 38'5W8th firms paying 5'777€ on
average (logarithm of total amount of dividendsdpaér share in the accounting year).
Furthermore, the statistics reveal that 7'8% of 8 Dbiembers are women, being 2'9%
female independent directors, 3'8% female instingi directors and 0'8% are female
executive directors.

The ownership of the firms held by women on BD’s2i40%, the ownership
concentration of the companies is 54'20%, the itmest opportunities are 20'90% and
the management ownership is 26'81%. Also, it caisden that the level of leverage is
60'20%; the return on assets is, on average, -2,20%le the return on equity is -
9'20%. Finally, the firm size is 13’30 (log of thetal assets), while the board size, on

average, is 10’78 members.
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TABLE 29

Descriptive Statistics

a) Continuos Variables

Variables N Mean Std. Dev. Perc. 25 Perc. 50 Pert5
DPY2 910 38.579 221.611 0.000 7.139 26.328
DPY3 910 5.777 5.408 0.000 7.653 10.831
PERWDBD 910 7.800 0.093 0.000 0.059 0.125
PERIWDBD 910 2.900 0.057 0.000 0.000 0.000
PERINSWDBD 910 3.800 0.071 0.000 0.000 0.071
PEREWDBD 910 0.800 0.033 0.000 0.000 0.000
OWNWOMBD 910 2.400 9.339 0.000 0.000 0.007
OWNCON 910 54.200 40.751 20.689 51.104 79.063
10 910 20.900 1.293 -0.040 0.034 0.155
OWNMANG 910 26.800 26.664 1.384 18.535 49.932
LEV 910 60.200 1.209 0.349 0.562 0.713
ROA 910 -2.200 2.112 -0.009 0.032 0.084
ROE 910 -9.200 2.454 -0.001 0.084 0.185
FIRMSIZE 910 13.295 1.839 11.953 13.162 14.497
BDSIZE 910 10.778 3.755 8.000 10.000 13.000
b) Dummies Variables

0 % (0) 1 % (1)
DPY1 397 44% 513 56%

Mean, standard deviation and percentiles of thenmaiiables. DPY2 is cash dividends on common stock
divided by the market value of common stock of iDPY3 is the logarithm of the total amount of
dividends paid per share in the accounting yeaR\WEBD is the percentage of female directors on the
BD; PERIWDBD is the percentage of independent fenthtectors on the BD; PERINSWDBD is the
percentage of institutional directors; PEREWDBDthis percentage of executive directors on the BD;
OWNWOMBD is the percentage of shares held by fenuitectors on the BD; OWNCON is the
percentage of shares held by shareholders holdilegist 10% of the firm’'s stock; IO is the rateasfets
growth; OWNMANG is the percentage of stocks owngddbectors; LEV is the ratio of book value of
debt over total book assets; ROA is the ratio aohiegs before interest and taxation (EBIT) oveatot
book assets; ROE is the net income divided by stolder’s equity; FIRMSIZE is the natural logarithm
of total assets; BDSIZE is calculated as the totahber of directors on the board; DPY1 is equdl tb

the company pays dividends, and 0 otherwise.

Table 30 presents the mean differences of the ewgnt variables of Model 1,
where the dependent variable DPY1 is a dummy vigriahich takes the value 1 if the
company pays dividends, and O otherwise. Two grdwgpy® been made up in order to
analyse mean differences among independent vasiablerelation to whether the
company pays dividends or not. The results in T&80leshow that the mean difference
of the variable percentage of independent femalecttirs on BD’s is positive and

statistically significant at a level of 1%. Therefpwe can accept the second hypothesis.
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Thus, these findings show that there is a posas@ociation between the percentage of
independent women directors and the dividend pay@ahcerning the remainder of
independent variables, each present the expectpd ®ut none are statistically

significant. Thus, the first, third, fourth andtfithypotheses cannot be accepted.

TABLE 30

Means Comparison Test. Model 1

DPY1 (=1) DPY1 (=0) Mean Univariate
Variables (N=513) (N=397) Difference Test

Mean Mean (p- value)

PERWDBD 0.078 0.077 0.001 (%%%66)
PERIWDBD 0.034 0.022 0.012 3('310%2)
PERINSWDBD 0.037 0.040 -0.003 (8285)
PEREWDBD 0.006 0.009 10.003 ('g'fg’g)
OWNWOMBD 2.760 2.047 0.713 (é;gg)

Means Comparison Test. DPY1 is equal to 1 if thengany pays dividends, and O otherwise;
PERWDBD is the percentage of female directors om BD; PERIWDBD is the percentage of
independent female directors on the BD; PERINSWDBDOhe percentage of institutional directors;
PEREWDBD is the percentage of executive directargshe BD; OWNWOMBD is the percentage of
shares held by female directors on the BD. Sigaificat *** for 99 percent confidence level, ** f&5
percent and * for 90 percent.

In Table 31 we provide the mean differences foritioependent variables of Model
2, where the dependent variable DPY2 representslithéend payment in relation to
the capitalization. Two groups have been createzbrding to the median of the
dependent variables (which is 7'14). This analys¢eals that, as in Model 1, the
percentage of independent women directors on BB’spasitive and statistically
significant at a 1% level. Hence, we can acceptsdmond hypothesis. Therefore, the
percentage of independent female directors is igekjt associated with the ratio
between cash dividends paid per share and firmtaiegaition. The remainder of

independent variables offers the predicted sighthmy are not statistically significant.
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TABLE 31

Means Comparison Test. Model 2

DPY2 (>=7,14) DPY2(<7,14) Vean Univariate
Variables (N=455) (N=455) Difference Test
Mean Mean (p. value)
PERWDBD 0.080 0.075 0.005 (%'%%%)
**%k
PERIWDBD 0.035 0.022 0.013 0'(%5350)
PERINSWDBD 0.037 0.039 -0.002 £865105?;
PEREWDBD 0.007 0.009 -0.002 igg;g)
OWNWOMBD 2.956 1.942 1.014 (é'igg)

Means Comparison Test. DPY2 is cash dividends annoon stock divided by the market value of
common stock of firms; PERWDBD is the percentagéeafale directors on the BD; PERIWDBD is the
percentage of independent female directors on DeFERINSWDBD is the percentage of institutional
directors; PEREWDBD is the percentage of executiirectors on the BD; OWNWOMBD is the

percentage of shares held by female directors erBib. Significant at *** for 99 percent confidence
level, ** for 95 percent and * for 90 percent.

Table 32 shows the mean difference for the indegeindariables of Model 3, where
the dependent variable DPY3 represents the divideagment per share in the
accounting year. The median of the dependenthlarta create the two groups is 7'65.
The analysis of the results reveals that the péagenof independent women directors
and the percentage of institutional female directmm BD’s present the expected sign
and are statistically significant at a level of H#td 5%, respectively. Hence, we can
accept the second and third hypotheses. Thus, dingoto these results, we can
conclude that a higher percentage of independemaléedirectors on BD’s makes them
more likely to pay dividends, while the percentafenstitutional female directors on
BD’s means they are less likely to pay dividendse Test of independent variables are

not statistically significant.
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TABLE 32

Means Comparison Test. Model 3

DPY3 (>=7,65) DPY3 (<7,65) Vean Univariate
Variables (N=455) (N=455) Difference Test
Mean Mean (p- value)
PERWDBD 0.077 0.079 -0.002 igsg%
*k%k
PERIWDBD 0.036 0.021 0.015 4('8%‘(1)0)
PERINSWDBD 0.033 0.044 -0.011 '(26307;’8)
PEREWDBD 0.006 0.009 -0.003 ('g'fgg)
OWNWOMBD 2.668 2.230 0.438 (8'238)

Means Comparison Test. DPY3 is the logarithm ofttital amount of dividends paid per share in the
accounting year; PERWDBD is the percentage of fenditectors on the BD; PERIWDBD is the
percentage of independent female directors on DeFERINSWDBD is the percentage of institutional
directors; PEREWDBD is the percentage of executiirectors on the BD; OWNWOMBD is the
percentage of shares held by female directors erBib. Significant at *** for 99 percent confidence
level, ** for 95 percent and * for 90 percent.

4.6.2. Regression Results

In Table 33 we present the results for the Speamnarlation matrix in order to test
for multicollinearity. The correlation between madétthe pairs is not significant and is
low (generally below 0’5). Further, none of theretation coefficients are high enough
(>0.80) to cause multicollinearity problems (seechfmbeault and DeZoort, 2001).
According to these results, we can conclude theddlmodels do not have significant
multicollinearity problems. In any case, we alsdcekate the vector inflation factor

(VIF) to corroborate that our results are not hiblsecause of the multicollinearity.
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TABLE 33

Spearman Correlation Coefficients

DPY1 DPY2 DPY3 PERWDBD PERIWDBD PERINSWDBD PEREWDBD OWNWOMBD OWNCON 10 OWNMANG LEV ROA ROE FIRMSIZE
DPY2 0.794***
DPY3 0.782***  0.709***
PERWDBD -0.001 0.034 0.021
PERIWDBD 0.091**  0.140**  0.173*** 0.442*+*
PERINSWDBD  -0.002 -0.010 -0.031 0.563*** -0.060*
PEREWDBD -0.033 -0.036  -0.093***  0.286*** -0.117*** 0.058*
OWNWOMBD 0.062* 0.061* 0.032 0.644** 0.113*+* 0.525*** 0.28***
OWNCON -0.064* -0.036 -0.023 0.069** -0.095*** 0.104*+* Q70*** -0.019
10 0.218**  0.155**  0.176*** -0.061* 0.005 0.003 -040 0.002 0.003
OWNMANG -0.168** -0.192** -0.269***  0.170** -0.209*+* 0.248** 0.211%+* 0.307*** 0.270*** -0.005
LEV -0.103**  -0.041 -0.002 -0.008 -0.087*** 0.075** 003 0.052 0.165*** -0.015 0.157***
ROA 0.568**  0.566***  0.523*** -0.052 0.109*** -0.066** -0.041 -0.002 -0.067** 0.261*** -0.167*** -0.236™
ROE 0.551**  0.566***  0.531*** -0.025 0.089*** -0.027 0003 0.042 0.005 0.235*+* -0.084** 0.059* 0.759*+*
FIRMSIZE 0.329**  0.403**  0.528*** 0.033 0.186*** 0.013 -0081** -0.037 0.109***  0.151*** -0.258*** 0.296***  0.092*** (0.229***
BDSIZE 0.298***  0.341***  0.402*** -0.037 0.119%** 0.046 -0160*** -0.011 -0.078** 0.126*** -0.178*** 0.082**  0.108*** 0.169***  0.614***

Spearman’s correlation matrix. DPY1

is equal td thé company pays dividends, and 0 otherwise; DRRY&ash dividends on common stock divided by tlaeket

value of common stock of firms; DPY3 is the logamit of the total amount of dividends paid per sharie accounting year; PERWDBD is the percentddgernale
directors on the BD; PERIWDBD is the percentageimfependent female directors on the BD; PERINSWDBDthe percentage of institutional directors;
PEREWDBD is the percentage of executive directorshe BD; OWNWOMBD is the percentage of shares tgldemale directors on the BD; OWNCON is the
percentage of shares held by shareholders holdilegast 10% of the firm’'s stock; 10 is the rateagkets growth; OWNMANG is the percentage of stasksed by
directors; LEV is the ratio of book value of delkototal book assets; ROA is the ratio of earningf®re interest and taxation (EBIT) over total bassets; ROE is
the net income divided by stockholder’s equity; FIRIZE is the natural logarithm of total assets; BEESis calculated as the total number of directmrghe board.
Significant at *** for 99 percent confidence levét,for 95 percent and * for 90 percent
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In Table 34 we show the results of the regressmowbmen directors on BD’s. As can be
observed, we have built three models. In Model lewamined whether firms pay or do not
pay dividends; in Model 2 we examine the dividerayrpent in relation to capitalization;
while in Model 3 we analyse the of the total amoahtdividend payout per share in the
accounting year. The statistic tests show thathihee models are statistically significant at
1%.
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TABLE 34

Results of the Regression for Women Directors on Bod of Directors

Model 1 Model 2 Model 3

Eoecteq . DPY1 DPY2 DPY3
Variables g Estimated Estimated Estimated

ign b a a
coefficient coefficient coefficient

(p-value) (p-value) (p-value)

4.809% 6.788"* 0.017*

PERWDBD * (0.004) (0.008) (0.023)

0.642 190.990 0.040

PERIWDBD ¥ (0.748) (0.282) (0.303)
1,224 7,589+ -0.102*

PERINSWDBD  +/- (0.048) (0.090) (0.022)
11.324 -25.609 10.034

PEREWDBD - (0.644) (0.923) (0.310)
0.009 0.051%* 0.061*

OWNWOMBD ¥ (0.392) (0.020) (0.083)
:0.003 0.360" 0.001

OWNCON - (0.198) (0.073) (0.982)
o ] -0.289* -2.247 -0.109%
(0.017) (0.696) (0.000)

:0.003 10.330 -0.118%

OWNMANG - (0.400) (0.298) (0.000)
eV ] 11,901+ 1.907 0.072*
(0.000) (0.811) (0.053)

0.894 2.126 0.066*

ROA ¥ (0.198) (0.640) (0.074)
1.219%+ 1.175 0.092%++

ROE - (0.000) (0.240) (0.001)
0.495%++ -8.680 0.379%+

FIRMSIZE ¥ (0.000) (0.100) (0.000)
0.073 13.911 %+ 0.099%

BDSIZE * (0.017) (0.000) (0.007)

Firm Fix Effects Included Included Included

Test Statistic 313,625+ 2296+ 19,354+
Pseudo R 39'10% 2,91% 29,80%

Estimated coefficients. In Model 1, the dependentable is DPY1, which is a dummy variable equal tid the company
pays dividends and 0, otherwise; in Model 2, theethelent variable is DPY2, which is calculated &srttio between cash
dividends on common stock ant the market valueoofiraon stock of firms; in Model 3, the dependenialzde is DPY3,
which is the logarithm of the total amount of diefdi paid per share in the accounting year; PERWDBBeipercentage of
female directors on the BD; PERIWDBD is the percent#fgadependent female directors on the BD; PERINSWD®8ibe
percentage of institutional directors; PEREWDBD is ffercentage of executive directors on the BD; OWNXBD is the
percentage of shares held by female directors @®BB; OWNCON is the percentage of shares held byekiotders holding
at least 10% of the firm’s stock; IO is the rateas$ets growth; OWNMANG is the percentage of stasksed by directors;
LEV is the ratio of book value of debt over totallk assets; ROA is the ratio of earnings before@steand taxation (EBIT)
over total book assets; ROE is the net income divigle stockholder’s equity; FIRMSIZE is the naturagarithm of total
assets; BDSIZE is calculated as the total numbdire€tors on the board. Significant at *** for 98ngent confidence level,
** for 95 percent and * for 90 percent.

According to our predictions — and as can be ajgext in Model 1, where the dependent
variable takes the value 1 if the company paysdénds, and 0 otherwise — the percentage of

female directors on BD’'s (PERWDBD) presents the eexgd sign and is statistically
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significant at 1%. Thus, we can accept the firgidilgesis: the percentage of women directors
on BD'’s increases the probability of dividend pay®uthors such as Knyazeva et al. (2009),
Byoun et al. (2013) and Van Pelt (2013) also prevedidence of the positive relationship
between the percentage of women on BD’s and diddsyout. As predicted, the variable
percentage of institutional female directors on 8PERINSWDBD) offers a negative sign
and is statistically significant at 5%. Thus, therd hypothesis can also be accepted.
Therefore, we can conclude that the percentagensiitutional women directors on BD’s
negatively influence decisions regarding payingd#inds. Similar evidence was reported by
Kania and Bacon (2005), Amidu and Abor (2006), Auz22010) and Ferreira et al. (2010),
among others. The remainder of independent vasabitle percentage of independent female
directors (PERIWDBD), the percentage of executivengn directors (PEREWDBD) and the
percentage of shares held by female directors ois BDWNWOMBD) offers the expected
sign, but they are not statistically significanertiée, we cannot accept the second, fourth and
fifth hypotheses, and therefore we cannot providdesmce that the percentage of independent
and executive women directors and the percentagkasts held by female directors on BD’s
have an impact on dividend payout. In this sens#te€ and Sylvester (2003), Chen et al.
(2005), Abdelsalam et al. (2008) and Mansouriniale(2013), among others, documented
that no significant association was found betweelependent directors and dividend payout.
Concerning the non-relationship between executivectbrs and the decision of paying
dividends, Abor and Fiador (2013) and Mansourirtiale (2013) provide similar findings,
while Zeckhauser and Pound (1990) and Al-Kuwaril@0also evidenced that large
shareholders did not affect dividend payout deosjavhich is in line with our findings.

Regarding the control variables, it can be obsertieat the variables investment
opportunities (10), leverage (LEV), firm size (FIFVEE) and board size (BDSIZE) present
the expected sign and are statistically significamtaddition, the return on equity (ROE)
offers a positive sign — contrary to that expecteghd is statistically significant. In the same
vein, Aivazan et al. (2003), Abdelsalam et al. @0&nd Malik et al. (2013) documented that
there was a positive relationship between retumeduity and dividend payout. Thus, these
findings report that high investment opportuniti@sd levels of leverage are negatively
associated with decisions relating to paying dinttke whereas a company is more likely to
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pay dividends when returns on equity (ROE), firmesand board size increase. The rest of
control variables provide the expected sign, bey twe not statistically significant.

In Model 2, where the dependent variable is thie faétween cash dividends on common
stock and the market value of firms’ common stottle independent variables for the
percentage of female directors (PERWDBD) and theegmgage of shares held by female
directors on BD’s (OWNWOMBD) present a positiversignd are statistically significant at
1% and 5%, respectively. Thus, the first and flijpotheses can be accepted, and we can
conclude that the percentage of women directorstlamgercentage of shares held by women
on BD'’s increase the ratio between cash dividemdscapitalization. On the other hand, the
variable percentage of institutional directors o’8(PERINSWDBD) presents a negative
sign and is statistically significant as expectesia result, we can accept the third hypothesis.
Therefore, this result implies that as the perggntaf institutional femaléirectorsincreases,
it is more likely that the ratio between cash dands and capitalization will decrease.

In addition, the percentage of independent femaéztbrs on BD’s (PERIWDBD) and the
percentage of female executive directors (PEREWD@DYide the predicted sign; however,
they are not statistically significant. Hence, wanmot accept the second and fourth
hypotheses. As a result, we conclude that, as tegpam Model 1, the percentage of female

independent and executive directors on BD’s haisnpact on the ratio of dividend policy.

Contrary to our predictions with respect to the tomn variables, the ownership
concentration (OWNCON) shows a positive sign andtagistically significant at a level of
1%. In the same vein, Ahmed and Javid (2008) aneh@h al. (2009) documented that listed
companies in Pakistan and China paid more dividerespectively, as ownership became
more concentrated. In addition, the board size (BBYy presents the expected sign and is
significant at 1%. According to these findings, wan conclude that companies whose
ownership is concentrated and whose BD’s are largemore likely to pay dividends. The

rest of the control variables are not statisticaigynificant.

In Model 3, where the dependent variable is thaditigm of the total amount of dividends

paid per share in the accounting year, the reseNsal that the percentage of female directors
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(PERWDBD) and the percentage of shares held by leentdirectors on BD’s
(OWNWOMBD) present the expected sign and are $itally significant at 5% and 10%,
respectively. Thus, we can accept the first anti filypothesis, and can therefore reach the
conclusion that the dividend payment will increageen the percentage of women directors
and the percentage of shares held by women diszotoBD’s also increases. As predicted,
the variable percentage of institutional femalescliors on BD’s (PERINSWDBD) offers a
negative sign and is statistically significant la¢ 5% level, which allows us to accept the
third hypothesis. Thus, these findings show tha percentage of female institutional
directors on BD’s will reduce the probability ofypag dividends. In same vein, Kania and
Bacon (2005) and Amidu and Abor (2006) found timstitutional ownership was negatively
associated with dividend payout. Moreover, as camnséen in Models 1 and 2, the other
independent variables (PERIWDBD and PEREWDBD) presiee expected sign, but they

are not statistically significant.

With regards to the control variables, we can oleséhat investment opportunities (10),
manager ownership (OWNMANG), return on assets (R@A size (FIRMSIZE) and board
size (BDSIZE) present the expected signs and ateststally significant. Therefore, these
results provide evidence that investment opporesitand management ownership are
negatively associated with dividend payout, whilese relating to a high return on assets,
firm size and board size will increase the likebdoof paying dividends. Contrary to our
expectations, the variables leverage (LEV) andrnetim equity (ROE) present a positive sign
and are statistically significant at 1% and 10%speztively. In line with these findings,
Chang and Rhee (1990), Maury and Pajuste (2002)akand Bacon (2005) and Kahn (2006)
reported that there was a positive relationshipveen leverage and dividend payout. In
relation to the positive relationship between neton equity (ROE) and the payment of
dividends, Al -Kuwari (2012) and Ehsan et al. (2048owed similar conclusions. Thus, we
can conclude that there is a greater likelihoogap dividends when the leverage and ROE

increases. Finally, the variable ownership coneiatn is not statistically significant.
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4.7. CONCLUSIONS

Previous studies have examined the effect of gedigtersity on BD’s on dividend policy.
Thus, this study provides insight into the relasioip between gender diversity on BD’s and
dividend policies of firms listed on the Madrid 8koExchange. Dividend policy is measured
in three ways. In Model 1, the dependent variable dummy variable which takes the value
1 if the company pays dividends, and 0 otherwiseylodel 2, the dependent variable is the
ratio between cash dividends on common stock aedrtarket value of common stock of
firms; and in Model 3, the dependent variable esltdgarithm of the total amount of dividend
payout per share in the accounting year. We hypatbd that the percentage of female
directors on BD’s, the percentage of independerttitutional and executive directors on

BD’s, and the shares held by female directors orsBuld affect dividend policy.

Our results demonstrate that the percentage of [éed@mectors on BD’s positively
influences dividend policy, as the percentage ofmen directors increases the probability of
affecting the decision of paying dividends, theioabetween cash dividends and
capitalization, and the payment of dividends pearshn the accounting year. This finding is
supported by Ye et al. (2010), who showed thatpgreentage of women directors on BD’s
increases dividend payout. The fact that the péagenof female directors on BD’s increases
the dividend payout can be due to that women areemisk averse than men and
consequently, female directors prefer to distribthie earnings instead of invest the cash in
future inversions. The percentage of independantke directors on BD’s has no impact on
the dividend policy analysed in the three modelse Ppercentage of institutional female
directors on BD’s negatively impacts on dividendi@g since there is a negative association
between institutional female directors and the sleni of paying dividends, as well as the
ratio between cash dividends and capitalizationthedpbayment of dividends per share in the
accounting year. This result suggests that ingiitat female directors on BD’s prefer to pay
lower dividends, thereby retaining and investingrenof their earnings, resulting in agency
costs being lower. These results support the retenade of institutional directors on boards
and the lack of influence of independent directarEuropean countries, as suggested in the
literature (e.g. Vafeas, 2000; Garcia-Osma and d&llAlbornoz, 2007; Lorca et al., 2011,

Garcia-Meca and Sanchez-Ballesta, 2013). The ladigaificance of independent female
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directors on BD’'s may be related to the measureinafependence, particularly in

communitarian studies, where there are many coacénat board members are not
independent of those who nominate them. Other agfilans could be the substitution effect
between independent female and institutional ferdakectors, or as Abdelasam et al. (2008)
and Mansourinia et al. (2013) reported, becaus@rtgence of independent female directors

on BD’s cannot influence the dividend policy dears of executive directors and managers.

The percentage of executive female directors onrdsoaas no effect on the dividend
payout. This result suggests that executive womgactdrs have more firm-specific
information, and that rather than paying dividengigfer instead to have higher control of
cash to invest in their firm’s projects, leadinghigher returns. This argument is supported by
Jensen (1986) and Crifo and Forget (2013), whoeatgat managers in firms with excess
cash flows have an incentive to waste organizalticesources on personal ends, rather than
pay out the excess cash to shareholders througtedds. The percentage of shares held by
female directors on BD’s has no effect on the degisf paying dividends or not, but it raises
the ratio between cash dividends and capitalizamhthe amount of dividends paid by share
in the accounting year. The results suggest tharesiolders whose rights are stronger can use
their power to pressure managers to pay highedeinds (La Porta, et al., 2000; Brockman
and Unlu, 2009; Adjaoud and Ben-Amar, 2010).

The limitations of this study are as follows. Hysit is possible that there are unknown
factors that could impact our dependent variabghile we have controlled for as many
factors as possible based on theory and prior rgseampirical and theoretical limitations
prevent us from knowing whether all of the impotterfluences have been controlled for and
addressed. Finally, the study is based on the M&ashtock Exchange for the period 2004—

2012, so the results obtained should not to bepatated to other countries or periods.

This study could give rise to future lines of resbaFirstly, it would add value to analyse
the impact of gender diversity on BD’s on the shamepurchased. Secondly, it would be
interesting to examine the relationship betweerndgewliversity on BD’s and dividends tax
advantages.
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DISCUSSION

The main goal of this thesis is to analyse the nemsions of gender diversity for the
decision-making bodies of Spanish listed companiethis section, we describe the findings

reported in the four chapters.

The aim of the first chapter was to analyse whe#f@miversity has an effect on financial
reporting quality, measured by means of the typepihion issued by external auditors in
their audit reports. The results evidenced thaeraftontrolling for other audit report
qualifications-related factors, no negative asdmmawas found between AC diversity and
the probability of receiving qualifications withrers, non-compliance and the omission of
information, but we did find a significant and pos relationship between the number of
AC’s chaired by women and the likelihood of disahgs qualifications with uncertainties,

suggesting that having chairwomen on AC’s wouldagrtie the quality of financial reporting.

In our opinion, these results could be caused lopws factors. Firstly, the low number of
qualifications with errors, non-compliance and tmaission of information can justify the
lack of significant results for these types of dgficdtions. Secondly, the vestiges of the
Franco dictatorship, a traditionally male-dominasediety, can also support these findings.
Spanish society needs to remove any remainderiofetta over time. To this effect, the
presence of women on corporate governance bodaeseésv phenomenon, which might play
a role in restricting their influence. It is podsilthat female AC members are more ethical

than male AC members but are unable to influeneea¢émainder of the AC. Therefore, their
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role in relation to financial reporting issues wibtile either limited or unattended to in most
cases. Thirdly, it is possible that women are motoum in their ability to influence other AC
members. Individual differences in this ability mmask a gender difference in financial
reporting quality beliefs and lead to the null fesuJnfortunately, we cannot control for this
effect in the study. Finally, the culture of corgtar governance may not yet be fully
developed in Spain, in particular with respect t6’'#\ as these mechanisms of corporate

governance were imported from Anglo-Saxon countries

The goal of the second chapter of this thesis wasxamine whether a gender wage gap
exists among the BD’s of Spanish listed companidse remuneration of male—female
directors was calculated as the logarithm of tiieidince between male and female directors’
compensation of firms. The results showed thatpieentage of female directors and the
geographical region have no effect on the gendgrevgap, while women’s presence on the
Nomination and Compensation Committee increasegeheer gap in pay, which is reduced
when there are independent female directors who dsaded degree on the BD and the

company operates in the finance and real estatessrsector.

In our opinion, the results reported may be dua¢ofollowing reasons. Firstly, the lack of
significance of the geographical region for the dggnwage gap on BD’s can be justified
because the organizational culture of the firmsedison the Madrid Stock Exchange is
influenced by the values of their directors. Sedpnithe facts that the percentage of females
on the board has no effect on the gender pay gdptlam presence of women on the
Nomination and Compensation Committee increasegé¢héer gap in pay can be explained
because there are few women on BD’s and Nominatimh Compensation Committees and
they cannot influence the opinion of the men whd&enap the BD and the Nomination and
Compensation Committee. Thirdly, our results algported that the presence of graduate
independent female directors narrows the gendegppy which could be due to the fact that
female directors with high educational qualificagoobtain similar compensation to male

directors.

The objective of the third chapter was to examirtgetver gender diversity on BD’s

influences the voluntary formation of their boautbscommittees. The results showed that the
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voluntary creation of board sub-committees depemdshe female independent directors on
BD'’s, the number of female directors on BD’s and tlwnership held by female directors. In
addition, the percentage of executive and instihai directors on BD’s reduces the
probability of creating an Executive Committee atidor some of the board sub-committees,
respectively. Nevertheless, the remuneration offerdirectors on BD’s has no impact on the

voluntary formation of board sub-committees.

In our opinion, these findings may be due to th#ofang reasons. Firstly, a high
percentage of executive female directors on BD’'sldde seen as a substitute for an
Executive Committee, which can explain the redurctid all or some of the board sub-
committees and the Committee for Supervision ineprtb avoid duplicating functions.
Secondly, the percentage of institutional fematealors on BD’s reduces the formation of all
or some of the board sub-committees. This imphes those BD’s dominated by institutional
directors provide transparency and greater oversgg@pacity in business management;
therefore, the demand for control mechanisms igaed. Thirdly, the remuneration of female
directors on BD’s does not contribute to the vadupicreation of board sub-committees. This
finding could be due to the fact that there are eddpanish firms that do not include
information on the remuneration of senior positiomsheir annual reports, although this has
been obligatory since the publication of the Sparissted Companies Transparency Act
(Law 26/2003).

The main idea of the last chapter was to studyitmgact of board diversity on the
dividend policy. To achieve this objective, we cééted the dependent variable in three
ways: (1) as a dummy variable that takes the vafueif the company pays dividends and O
otherwise; (2) as cash dividends on common stoeklell by the market value of common
stock of listed firms; (3) as the logarithm of tie¢al amount of dividends paid per share in the
accounting year. Our results showed that the pagenof female directors and the
percentage of shares held by female directors ofs Bite positively associated with the
dividend payout, while the percentage of institugibfemale directors on BD’s has a negative
impact on the dividend payment. The percentagendependent and executive female
directors on BD’s has no effect on the dividendquay
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These findings can be explained in the followinghp® Firstly, the fact that the percentage
of female directors on BD'’s increases the dividpaglout could be due to women being more
risk-averse than men; consequently, female dirsqtogfer to distribute the earnings instead
of investing the cash in future investmerecondly, the female shareholders whose rights
are stronger can use their power to pressure menagepay higher dividends. Thirdly,
institutional female directors prefer to pay lowhvidends, thereby retaining and investing
more of their earnings, resulting in the agencytcdsing lower. Fourthly, the lack of
significance of independent female directors on 8t the dividend policy may be because
in communitarian studies there are many conceraskibard members are not independent
from those who nominate them. Other explicationy iv& that the presence of independent
female directors on BD’s cannot influence the david policy decisions of executive
directors and managers. Finally, executive femaileectbrs have more firm-specific
information, so rather than paying dividends, tpesfer to have a higher level of control over
cash to invest in their firm’s projects, leadinghigher returns.
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CONCLUSION

The cultural, political, social and economic changerecent years in Spain have increased
the gender diversity on companies’ decision-makiadies. This increase has been enhanced
by the implementation of the Unified Code of CogierGovernance (2006), the proposals of
which are intended to support the female presentedecision bodies. However, the
implementation of Act 3/2007 of 22 March, for Effiwe Equality between Women and Men
(LOIMH), Article 75, framed the regulation of th@@ointment of men and women on BD’s
in an equitable way. This law establishes thaedistompanies have to achieve a quota of
40% of women on decision-making bodies by 2015.sTkthe Spanish law allowed 8 years to

reach this percentage.

The results have shown that gender diversity plysimportant role in positions of
responsibility in Spanish companies. Our evidengperts Act 3/2007 of 22 March based on
the premises that the number of AC’s chaired by amincreases the likelihood of disclosing
qualifications with uncertainties, gender diversity BD’s has an impact on the gender gap in
pay, gender diversity increases the board sub-ctteesiand gender diversity has an impact
on the dividend policy. However, we can observeunresults that the percentage of females
on decision-making bodies is too low to achieve dbgective by 2015. In our opinion, the
legislation should encourage greater participatibwomen in governing bodies. However, it
IS necessary to introduce some changes into theiSpéaws in order to increase women'’s

presence on the decision-making bodies of firms.
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For this reason, we would like to recommend sont®rg regarding gender diversity in
decision-making bodies, which should be taken tprowe the presence of women on these
bodies. Firstly, we recommend that the legislativedies should establish stronger
government sanctions for non-compliance with thve (aaw 3/2007) since the results have
shown that the progress made is still too slow teetmthe government’s 2015 target.
Secondly, it would also be advisable to introduceide range of laws and tools to address
the underrepresentation of women in senior leagegsbsitions in medium-sized and small
firms, considering that in these firms there carfidve women on the board. Finally, it would
be interesting to establish some methods for mongahe equality plans followed by firms
in their recruitment and selection processes ireotd assess whether firms discriminate

between workers.

The results have significant implications for Sgansupervisors and regulators. In the first
place, the findings suggest that the compositiogesfder diversity on AC’s has an effect on
the audit opinion. Specifically, this evidence abtielp regulators and legislative bodies to
improve some aspects of the structure of the boadirectors and its sub-committees. In the
second place, this study reveals the existencegehder gap in pay on BD’s, so these results
should stimulate regulators and politicians to iover the present situation and eliminate
male—female salary discrimination at all levelscofmpanies. In the third place, the results
confirm that gender diversity on BD’s has a sigrfit influence on the voluntary creation of
board sub-committees and the dividend payout, see#isting legislation should encourage
greater participation of women in governing bodi€kis thesis provides evidence of the
positive impact of female directors on BD’s and ACtherefore, all companies, especially
listed companies, should be motivated to achieeeginder quota of 40% of women on their
decision-making bodies by 2015. In addition, legists should establish stronger sanctions in

the case of failure to follow the law, combinediwitore effective equality plans.

We propose the following future research linestegldo this thesis:
* Examining the impact of women in corporate govecearespecially in the
international context, as a comparison of our teswith other legal, cultural,
professional and regulatory environments would agdnrihe debate about gender

diversity in corporate governance.
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* Analysing the gender wage gap between female ande ndaectors,
distinguishing between fixed and variable compeasat would be valuable to shed
light on the potential of incentives to narrow tfender gap in pay.

 To investigate whether male—female compensatioferdiices exist at all
levels of an organization or merely on the boass$easing the equality plans applied
by firms in their recruitment and selection proesss

e To examine employees’ pay taking into account theges of immigrant
workers to establish whether firms discriminate¢hiis area.

e« To study the pay earned by both male and femalectdirs in international
firms and establish whether any gender-based cosatien differences that may
come to light are due to political, cultural or ebdactors.

* To describe the impact of gender diversity on BiD'she voluntary formation
of board sub-committees by comparing companieBeMadrid Stock Exchange with
companies from a country of a traditional cultisech as an oriental country, where
the role of women in firm decision-making bodiesaduced.

e To study whether gender diversity on BBD’s canuafice the demand for
external control mechanisms or diversificationtd firm’s business.

« To explore the impact of gender diversity on BD'stbe shares’ repurchase.

* To identify the relationship between gender diwgren BD’s and dividends’

tax advantages.
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CONCLUSION

Los cambios culturales, politicos, sociales y eauinds ocurridos en los ultimos afios en
Espafia han incrementado la diversidad de génerdoerorganos de decision de las
companfias. Este incremento se vio reforzado papliaacion del Codigo Unificado de Buen
Gobierno (2006), cuyas recomendaciones apoyabpresencia femenina en los 6rganos de
decision de las empresas. Pero fue con la aplicaldda Ley 3/2007, de 22 de Marzo, para la
igualdad efectiva entre mujeres y hombres (LOIMEl),articulo 75, la que establece la
regulacion de forma equitativa de hombres y mujeretos BD's. Esta ley establece que las
empresas cotizadas tienen que alcanzar una cuot@%ede mujeres en los érganos de toma
de decisiones de las empresas hasta 2015. Parttg la ley espafiola tiene ocho afios para

llegar a este porcentaje.

Los resultados han demostrado que la diversidagédero tiene un importante papel en
las posiciones de responsabilidad de las compaSjzeiolas. Nuestra evidencia apoya a la
Ley 3/2007 del 22 de Marzo basada en la premisa&luémero de mujeres presidentas en el
AC incrementa la probabilidad de divulgar salvedaden incertidumbres, la diversidad de
género en los BD'’s tiene un importante impactoaebreécha salarial por razén de género, la
diversidad de género incrementa la constituciorCdmisiones Delegadas del consejo y la
diversidad de género tiene un impacto en la palitie dividendos. Pero observamos en
nuestros resultados que el porcentaje de mujerdesearganos de decision es demasiado
lento para conseguir el objetivo en 2015. En naeghinion la legislacion deberia fomentar

una mayor participacion de mujeres en los érgamogatierno. Sin embargo, es necesario
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introducir algunos cambios en las leyes espafalaset fin de aumentar la presencia de

mujeres en los érganos de decision de las empresas.

Por esta razon, nos gustaria recomendar algunasnescrelativas a la diversidad de
género en los érganos de decisiéon y control, gberdadoptarse para mejorar la presencia de
mujeres en estos oOrganos. En primer lugar, recoamosl que los 6rganos legislativos
deberian establecer fuertes sanciones gubernaeerdhlincumplimiento de la ley (Ley
3/2007) ya que los resultados han demostrado guaviances son todavia demasiado lentos
para alcanzar el objetivo de gobierno en 2015.dgursdo lugar, seria conveniente introducir
una amplia gama de leyes y herramientas desamsllgdra hacer frente a la escasa
representacion de las mujeres en altos cargogidos®@n las pequefias y medianas empresas
teniendo en cuenta que en estas empresas pueden gwas mujeres en los consejos.
Finalmente, seria interesante establecer alguntsdo®para controlar los planes de igualdad
aplicados por las empresas en sus procesos déaraEnto y seleccion de empleados con la

finalidad de conocer si las empresas discriminkns &rabajadores.

Los resultados tienen implicaciones importantesa pas supervisores y reguladores
espafioles. En primer lugar, los hallazgos sugiguenla inclusién de la diversidad de género
en los AC’s tiene efectos sobre la opinién del tdEspecificamente, esta evidencia puede
ayudar a los organos reguladores y legisladoresjaran algunos aspectos de la estructura de
los BD’s y de las Comisiones Delegadas. En seglughr, este estudio revela la existencia
de una brecha salarial por razén de género en s, Bor eso estos resultados deberian
estimular a los reguladores y politicos a mejorar situacion actual y eliminar la
discriminacion salarial entre hombres y mujeredcelos los niveles de las compafias. En
tercer lugar, los resultados confirman que la didaxd de género en los BD’s tiene una
influencia significativa en la creacion voluntada Comisiones Delegadas y en la politica de
dividendos, por eso la legislacion actual debe fdaarela participacidon de mujeres en los
organos de gobierno. Esta tesis proporciona evidelet impacto positivo de las mujeres en
los BD’s y los AC’s y por lo tanto, todas las engarg, especialmente las empresas cotizadas,
deben estar motivadas para alcanzar la cuota adgaydal 40% de mujeres en los érganos de
toma de decisiones para 2015. Ademas, los legidaddeberian establecer sanciones mas
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severas en caso de incumplimiento de la ley, coamdloincon planes de igualdad mas
efectivos.

A continuacion, proponemos las siguientes lineas\dstigacion futuras relacionadas con
esta tesis:

. Examinar el impacto de las mujeres en el gobieorparativo, especialmente
en el contexto internacional, como la comparaciénndestros resultados con otros
entornos juridicos, culturales, profesionales Jamgntarios que enriquecerian el debate
sobre la diversidad de género en el gobierno catpor

. Analizar el salario de los directivos distinguieratdre el salario fijo y variable
ya que seria valioso arrojar luz sobre el poteragalos incentivos en la reduccion de la
brecha salarial por razon de género.

. Investigar si existen diferencias salariales elisehombres y las mujeres de
todos los niveles de las organizaciones o simplémamlos Consejos de Administracion,
evaluando que planes de igualdad utilizan las esaprpara contratar a sus trabajadores.

. Examinar las remuneraciones de los empleados demasesas, teniendo en
cuenta los salarios percibidos por los inmigrantes)alizar si las empresas realizan algun
tipo de discriminacion salarial

. Estudiar las retribuciones de los hombres y mujeres forman los CA de
empresas internacionales, y observar, en el casaeypongan de manifiesto diferencias
salariales por razon de género, si éstas son delaideambios politicos, culturales y
sociales.

. Describir el impacto de la diversidad de géner@€Aren la creacion voluntaria
de Comisiones Delgadas comparando las empresasRldda de Madrid y otros paises
con una cultura mas tradicional, como puede seri¢mtal, donde se reduce el papel de
las mujeres en los puestos de toma de decisionles éenpresas.

. Estudiar si la diversidad de género puede inflniteedemanda de mecanismos

externos o en la diversificacion de los negociokdampresa.

. Explorar el impacto de la diversidad de género le@A y la recompra de
acciones.
. Buscar la relacion entre la diversidad de génerdosnCA y las ventajas

fiscales de los dividendos.
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NOTES

! Financial statements are the representations ofigeament, and individual investors use
them to make decisions but rely on the auditordnofy their credibility (Chen et al., 2000;
Chow and Rice, 1982; Dopuch et al., 1986; Firti/89As an audit can effectively reduce
and mitigate information asymmetry, auditing is iategral part of the modern financial
reporting system. When we evaluate an accountistesyin a capital market, we should
adequately consider the auditor’s opinion and ass@ on financial reports. An auditor may
issue an unqualified or qualified opinion basedhisiher examination. A qualified audit

opinion is prima facie evidence of low financiapogting quality.

2 Given the high correlation between MCA and %MCAbLath models, a new analysis
(logistic regression) was done by dropping the alde percentage of women in ACs
(%MCA). The results referring to the hypotheseg,provided, were unaffected.

® The logarithm of the difference between mean \@loé male and female directors’

compensation of firms listed on the Madrid Stockcliange has been also used as a
dependent variable. The mean value of compens#ticalculated as the ratio between the
total remuneration of the director and the totahber of directors of the BD. The results, not

provided, are unaffected.

“ Spanish acronym for Igualdad Efectiva entre Mujgrembres.
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