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ABSTRACT

This article investigates the diversity of the lsaof directors of Brazilian companies
listed on the BM&FBovespa with respect to gendeye,aeducational attainment and
independence, to ascertain whether there is aaeship between any of these diversity
measures and firm performance. The study coversoatpanies without majority control,

a type of corporate structure that first appeaneBrazil in 2005. The results indicate that
greater diversity in the educational disciplined #me presence or absence of independent
board members negatively affect performance, wdiitersity in years of schooling has a
positive effect. The presence of women board mesmisesmall, but firms that have at
least one female director outperform those thatato
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56 Fraga, Silva

1. INTRODUCTION

he great conflict in the field of corporate goverca is that
between shareholders and managers, the agencegproldénsen &
Meckling (1976) analyzed this problem from the dmint of
ownership structure theory. The company is a |dgaion, in
which contractual relationships are established tanough which
assets are purchased and sold without the intedereof all
interested parties. In particular there is an agemtationship between the principals
(shareholders) and the agents (managers). Thesagantappropriate resources from the
firm or not exert the necessary effort to creatkievdor the shareholders. The principals
can limit the effects of this divergence of intéselsy establishing controls, but this means
incurring costs for auditing and information sysgeas well as demanding that the board of

directors be formed of members that properly lookfor the shareholders’ interests.

The board of directors is therefore the key bodgntmitor the firm’s management.
Fama & Jensen (1983) examined the aspects of tmeraten between ownership and
control and the board’s monitoring activity, stiagsthat to be effective in protecting
shareholder interests, the board “must always tia&gower to hire, fire and compensate
the top-level decision managers and to ratify arhitor important decisions” (Fama &
Jensen, 1983, p. 311). The literature on corpaaternance pays considerable attention
to the role of boards, with agency theory beingdbminant theme (Van Aes, Grabrielsson
& Huse, 2009).

Since the start of the hostile takeovers in the0$9&vestors have increasingly
sought to interfere in the political life of compes with initiatives to improve corporate
governance practices, through self-regulation astguch as the creation of the committee
by the London Stock Exchange together with othéties, leading to the Cadbury Report
in 1992, and in Brazil, the creation of the New kdr(Novo Mercadptrading segment by
the BM&FBovespa in 2000. This concern has been rapamied by regulators and
lawmakers, as shown, for example, by passage dbdneanes-Oxley Act in 2002 by the

American Congress.

The purpose, composition and functioning of thertad directors are among the
governance aspects most discussed by executiviestals, investors, regulators and
commentators. Books, articles, consultants andsgigach the best practices to be adopted
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by boards while corporate governance codes lisbmetendations that firms should
follow. The Organization for Economic Cooperatioddevelopmen(OECD) has issued
governance principles and the New York Stock Exgbamas established rules that require
listed companies to have a board formed by a mgjofi independent members (Bech,
Jenkinson & Mayer, 2005).

Nevertheless, all the emphasis on best practicégnaproving the functioning of
boards did not prevent the occurrence of specta@adgporate meltdowns, such as the
ignominious cases of Enron and Worldcom at thet stithe millennium. And even if
those episodes can be classified as outliers duleetglaring criminal behavior of those
involved, the global crisis that hit with a vengeann 2008 is full of occurrences of
agency problems of huge proportion. Hundreds ddrfanal institutions either failed or
teetered on the brink, destroying shareholder valu@ drastically shrinking the credit
market, and in the final analysis, the entire gl@s®mnomy. The financial crisis once again
brought to the fore the question of why the directof those institutions were unable to

foresee the problems that resulted from excesskeexkposure (Rost & Osterloh, 2009).

While in Brazil the banking system emerged reldyiuenscathed (mainly due to
more stringent regulation), the same question eaadked about the directors of various
listed companies, leaders in their markets, suacz (Aracruz Celulose S.A, 2008) and
Sadia (Sadia S.A, 2008), both of which sufferedehiogses from positions in derivatives,
driving them to the verge of bankruptcy, from whibtle only escape was to be taken over

by competitors.

The objective of this article is to investigate tb@mposition of the boards of
directors of listed Brazilian firms without majoritcontrol regarding the variables of
gender, age, education and independence or ndteof inembers, to ascertain whether
there is a relationship between these aspectstendharket performance, and if so, the
direction of that influence. This study is the fiid its type in Brazil. The reason for
choosing companies without majority control is tfiat them the agency problem is
present in the classic form defined by Jensen & Kiieg (1976) and Fama & Jensen
(1983): the conflict between executives and shddehs, with the board of directors
playing the pivotal role for mediation and contrdlhis type of ownership structure
(dispersed) is a relatively recent phenomenon azirbecause the first listed firm without

a majority shareholder or shareholding group dimtes June 2005. When there is majority
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58 Fraga, Silva

control (still the predominant pattern in Brazifhhe agency problem shifts to the
relationship between the majority and minority sfheiders.

The main contribution of this article is to presewidence that greater diversity
with respect to educational specialization (colldggree discipline) and in the presence or
absence of independent board members negativectaffthe firms’ results, while
diversity in the number of years of schooling hamaitive effect. The results also suggest
that despite the small presence of women direcforas that have at least one female

board member have significantly better market perémce than those that do not.

This article is organized into five sections inchgl this introduction. Section 2
summarizes the previous studies on which ours msedaand presents the research
hypotheses; section 3 describes the database endeskarch methodology; section 4

presents the results; and section 5 concludes.
2 BOARDS OF DIRECTORS AND DIVERSITY

In recent years a growing number of studies hanesstd the need for a more in-
depth examination of the behavioral processesdbatir within and surrounding boards
for a better understanding of the necessary camditior effective corporate governance.
These studies are distributed among various diseipland use a variety of methods and
assumptions, so that the “behavioral” study of eas not yet a coherent alternative to the
perspective of agency theory (Van Aes, Grabrielsséfuse, 2009).

Rost & Osterloh (2009) argue that the main reasby thie directors of financial
institutions did not foresee the fragility of thdialance sheets in the run-up to the 2008
crisis was the growing homogeneity of the boardsgh va lack of varied educational
backgrounds and different viewpoints, leading tadhéehavior and uniform group
thinking (groupthink).

The concept of groupthink was created by Irvingislam 1972 and was widely
discussed in the 70s and 80s. The concept was apeeklto explain decision making
processes the can lead to errors, catastrophetand of extremism. Strategic blunders
like the Nazi's decision to invade the Soviet Unionl941 and Ford’s ill-fated launch of
the Edsel in 1958 are examples of group thinkingsed by an incomplete analysis of the
alternatives and objectives, failure to examinerisies of the choice made and insufficient
information, processed in biased form (Sunsteif920
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The groupthink mentality makes people with peraapioutside the comfort zone
of the consensus of a determined group avoid egiigsheir ideas and opinions. In this
context, members belonging to a certain group tryntinimize conflict and reach
consensus, in detriment to other objectives. Tmepsgyms of groupthink are a stereotyped
view of enemies or competitors, excessive ratiaaibn and pressures for uniformity,
besides self-censorship connected to the illusiamanimity. The causes are connected to
cohesion, isolation, the lack of a leader who erages debate and social and ideological

homogeneity of the group members (Sunstein, 2009).

Sunstein (2009) proposes what he considers to beor@ useful concept than
groupthink to explain extremism and error: groudapgmeation. Members of a group
usually wind up taking a more extreme positionthie direction of their inclinations, than
they had before starting to deliberate. This isthgon that is not limited to a particular era,
nation or culture. On the contrary, it is presenhundreds of studies involving scores of

countries.

The members of a group will tend to extremism, #diride group is dominated by
self-confident people, it will move in the sameediion. The defense against extremism is
a system of freedom of expression, diversity ohams and checks and balances, in which
one power counteracts another (Sunstein, 2009).sk@ll groups, Glaeser & Sunstein
(2009) advocate intellectual and cultural diversgth for public and private institutions,

an unbiased decision-making process tends to niaidé&ision makers in balance.

The multicultural vision first reached the field eflucation, more precisely in
schools in the United States, in the 1960s, andrdoty to Ogbu (1992) fostered the pride
of minorities, helping students develop a new vatheir culture, and reduced prejudices
and stereotypes. In companies, the first approaah iw the direction of diversity of the
workforce. In the area of management, Robinson &Haat (1987) argued that diversity,
with emphasis on the presence of women, would ingrihe growth perspectives by
improving comprehension of markets and increashegtovity, innovation and quality in
the solution of problems, besides facilitating tte¢ationship with the natural cultural

diversity of global markets.

The concern over diversity on boards is not recaftthough the literature is still
scanty. Based on the literature suggesting thagrsity would affect the dynamics of
groups, improving the decision-making process, EithaWerbel & Sharader (2003)

investigated the impact of board diversity on teefgrmance of 112 large listed American
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60 Fraga, Silva

companies. The hypothesis was that greater demimgrapversity among the board
members would increase organizational performan@emographic diversity was
measured by the representation of women and etimmorities on board while firm

performance was measured by return on assets (R@Ajeturn on investment (ROI). The

results supported the hypothesis that greater laiaedsity leads to better performance.

Carter, Simkins & Simpson (2003), based on the tlaat one of the key elements
of agency theory is that board independence iscakifor its functioning in the best
interests of shareholders, investigated the impiadiversity on independence, finding that
agency theory does not provide a clear predictioth® relation between board diversity
and firm value. They examined this relation in &&9e American companies, considering
the percentage of women and minorities (African Acans, Asians and Hispanics) on the
board of directors as the measure of diversity Boloin’s q as the measure of firm value.
The authors concluded that a positive relationghists between the participation of
women and minorities on the board and firm valuke Empirical results obtained by
Carter et al. (2008), with data from American conipa in the period from 1998 to 2002,
supported the existence of a positive relationshiparticipation on the board and also on
committees of the board, but Adams & Ferreira (3@@sidered this evidence to be hard
to interpret after applying testing procedures tmldwith the existence of omitted
variables. Adams & Ferreira (2009), however, obse@rthat the presence of women
appears to have a significant impact on governadaoards, with women being more
willing to join committees that monitor executiverformance. This behavior can be
explained by the investigation carried out by Sap# Zingales & Maestripieri (2009),
who using samples composed of MBA students condlutlat women on average are

more averse to risk than men in making financiaisiens.

One of the important aspects of these resultsaistiiey were obtained with data on
listed American firms without a majority controlleswvhere the agency problem is
essentially between executives and stockholdery thie board of directors having the
function of mediation and control. When a compargs ha majority controller or
controlling group, the fundamental governance mwoblis the controller's possible
opportunism in detriment to the minority sharehaddéBebchuk & Weisbach, 2010).
Working with data from companies listed on thenbtd Stock Exchange, in which firms
with majority control predominate, Ararat, Aksu &fih (2010) did not find evidence that
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diversity in the board composition in relation tender, age and education influence the

market performance of Turkish companies.
3. DATA AND METHODOLOGY
3.1Data

The existence of companies without majority cont(al single controller or
controlling group subject to a shareholder agre¢mena new phenomenon in the
Brazilian capital market, a paradigm shift (Gorg@08). The first such listed company in
Brazil was the retailer Lojas Renner, in June 20@%n the then controller sold nearly all
the firm’s equity capital to the market in disperderm by means of a public offering
(Lojas Renner SA, 2005). From a legal standpoitiiing new happened in the company’s
governance, since according to the Law of Corponati the holders of common shares
elect the board in all cases. The difference wasfdlot that under majority control, the
controller elected virtually the entire board, tigh which it monitored the management
actions. Without a majority controller, and in tbase of Lojas Renner, without any
controlling group, the board’s functions took onvnienportance, in a model like that of
most listed American companies. Other companies wave of IPOs and other public
offerings in 2006 and 2007, also ceased having jarityacontroller. As of this writing,
there are 35 companies listed on the BM&FBovesgh miore than 50% of their capital

dispersed in the market, or in the market jargath tiree float” of more than 50%.

Despite the dispersion of a significant part of #iares in the market, many of
these companies still have a single shareholdergeainized group of shareholders that
exercises some power of control due to the sizehef holding. This situation was
presented in classic form by Jensen & Meckling @09Who modeled their theory of the
ownership structure starting from a situation inaskiithe owner and manager are the same
to that in which the owner floats shares in theketrlf, for example, 60% of the shares
are dispersed in the market, the managers/shambatdn spend $1 in their own benefit
but only have to pay 40 cents. If 80% of the shares dispersed in the market, the
unproductive expense in benefit of managers willyatost 20 cents, and will cost
managers nothing when all the capital is disperkethe case of our sample, it is possible
that in some firms the composition of the boargti$ determined partly by shareholders
with substantial control power, possibly preventihg board from exercising its oversight

role completely in favor of all the shareholderfisTcan also occur at the extreme in
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which the capital is fully dispersed, where managetnled by the CEO, can neutralize the

board’s power.

Our sample consists of all the firms listed on BM&FBovespa with free float of
more than 50% on December 31st of each year oty period (2005 to 2009). We
used the data from December 31, 2005 to identd#ycmpanies with more than 50% of
their shares dispersed in the market, for whichnated the composition of the board of
directors. We followed the same procedure for 20062008. We also examined the
financial statements of the chosen companies fareBwer 31st of 2006 to 2009. The
sample consisted of two companies in 2006, thirteé2007, twenty-six in 2008 and thirty
in 2009, for a total of 71 observations. The fidl bf companies is in the appendix. The
composition of the board was that on April 30theath year, since most changes in the
board happen in March and April, the months in Wwhitost companies hold their annual

general meetings to meet the legal requirements.
The data were obtained from the following sources:

a) Financial statements, stock prices and number oéresh issued:

Economatica.

b) Shares outstanding in the market and board compasiVebsites of the
BM&FBovespa fvww.bmfbovespa.com.br empresas > empresas listadas > empresa

selecionada > informacOes financeiras > ano) arzilBan Securities Commission -

CVM (www.cvm.gov.br— participantes do mercado > companhias aber@R >DFP,

IAN e outras informacdes). The data are found enlAN form — Annual Information,
“Chart 02 — Professional Experience and Educatioeach Director” of “Group 02 —
Administration”, in the form of a résumé for eaclredtor, and “Group 03 -
Distribution of Capital”. We gathered the infornmation the directors by reading each
résumé. When there was any information omitted fitbis source (which mainly
happened regarding age), we consulted the progesctf public offerings, available

at the same websites.

c) Director independence: We used the same sourcesths previous item.
We considered the classification of independentaded by the company, according to
the rules of the New Market listing segment of BBI&FBovespa. These rules
consider a board member to be independent whem sleeodoes not have and has not

had any connection with the company over the gastetyears, is not a controlling
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shareholder or a relative to the second degreeudi a person, is not a supplier or
customer of the company, in the quality of progmeir employee, in a magnitude that
implies loss of independence, is not a spouse lative to the second degree of any
director or officer of the company and does noenez any remuneration from the

company other than for being a director.

As suggested by Carter, Simkins & Simpson (2003)tet et al. (2008) and Ararat,
Aksu & Cetin (2010), we used Tobintg as the measure of firm market performance,
similar to the approximate form proposed by ChungP&uitt (1994): approximate
qtobin; .= (MVE + DEBT)/TA, where MVE is the firm’s shareipe multiplied by and the
number of common shares outstanding; DEBT is the i the firm’s short-term
liabilities net of short-term assets plus the bwalue of its long-term debt; and TA is the
book value of total assets. Note that we did noster preferred shares in the calculation
because of the fact all the firms in the sampleewlested in the New Market trading

segment, whose rules do not allow issuance of nonyshares.

The average Tobin'g] of the sample was 1.14, meaning that the valu¢hef
companies according to the classic concept in catpdinance, including not only the
market value of its shares, but also the valuehefriet debt, was 14% greater than the

value of the assets.

Table 1 presents the descriptive statistics of schegacteristics of the sample,
such as the composition of the board of directard size of the firms. The average
number of years of schooling was 16.9, slightly enttran the number required for a four-
year college degree (16 years). The average ag®d3vaed the average number of degree
disciplines per board was 4.2. Finally, the pgpation of women was low, at only 4.4% of
the total members. A similar measurement was madéddams & Ferreira (2009) for
American companies in the period from 1996 to 2003yhich the authors found a figure
of 8.11%.

The average percentage of independent board membass 40.3%. The
explanation for the high percentage is that the N&anket listing rules require that 20% of
the board members be independent. The average nabeard members was 6.9, with a
total of 488 directors for the sample firms. Thetfaf being listed in the New Market also
influenced this result because according to itessulhe board must be composed of at least

five members, while the general rule for listed popations in Brazil is at least three
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members. The average free float was 73.6%, rarfgong 51.3% to 100%. The percentage
of observations where there was no combinationhafrman of the board and CEO was

81.7%. Finally, the average value of the firmsat@ssets was R$ 3.46 billion.

Table 1: Descriptive statistics of companies withdumajority control

Mean gg?g&;?} Minimum Maximum
Years of schooling of board members 916. 0.62 15.3 18.4
Number of degree areas of board members 4.2 1.25 2.0 7.0
Gender — women board members (%) 4.4 7.39 - 28.6
Age (years) 53.0 5.40 40.2 61.7
Independence of board members (%) 40.3 18.65 14.3 83.3
Number of board members 6.9 1.64 5.0 12.0
No combination of chairman/CEO (%) 817 - - -
Tobin’sq 1.14 0.83 0.1 3.3
Return on assets - ROA (%) 5.8 5.72 (10.3) 21.2
Total assets (million reais) 3.462.1 5.656.6 305.5 25.700.0
Free float shares (%) 73.6 17.64 51.3 100.0
Total number of directors 488
Number of observations 71

Source: Economética and BM&FBovespa. Data procdsgdide authors.
3.2Construction of the diversity indexes

Authors such as Carter, Simkins & Simpson (2002)l &rhardt, Werbel &
Sharader (2003) have measured the diversity ofdsoagarding gender by means of the
percentage of female directors. But this method drasnherent logical contradiction,
because it assumes that a board formed only of wamoelld have reached the maximum
diversity possible. Bar, Niessen & Ruenzi (2007pmsed a diversity measure derived
from the biological sciences, as did Ararat, AksiCé&tin (2010). For this article, as done
by the above authors, we used an estimation oflentaal diversity and diversity of
opinions, of the type advocated by Glaeser & Sumgg#009) and Sunstein (2009). In this
setup, we considered variables regarding genderagedof board members (common to
various of the cited authors), educational attaminiBar, Niessen & Ruenzi, 2007; Ararat,
Aksu & Cetin, 2010; Hambrick & Mason, 1984) and gmwsition between independent
and non-independent directors (Ararat, Aksu & Ge2iil0). Carter et al. (2008) observed
that the investigation of the effect of the pregent independent directors carried out by

various authors has reached contradictory conaissibhe models used have measured the
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relationship between greater or lesser participabb independent board members and
market performance. In contrast, here we estimatd the diversity of composition,
measured by the ratio between independent and nu@mpéndent directors, affects firm

performance.

In line with the observations of Harrison & Klei@007) that the composition of
different types or sources of information, knowledg experience among the members of
groups can be best represented by the indexesaof @l Teachman (entropy), we defined

the following diversity index:
Dy =1-3%%,P%, (1)

In the above formula (1F; ;. is the proportion of the board members of firon
datet that belong to categojyandk is the number of possible categories, given thedoa
size or nature of the variable measured. We stdimatD; . through division by the
theoretical maximum value, given B¢k — 1)/K), so that for any of the five variables the

minimum value is zero (total homogeneity) and theximum is 1 (maximum diversity).

The variables and parameters for estimating thersdity index are described

below:

a) Diversity index for years of schoolingdars_education;,): the members of the board
of firm i were classified into five categories: 1 —up to &rge considered to have a
primary education; 2 — up to 11 years, meaningga school diploma; 3 — up to 16
years, a college diploma, 4 — up to 18 years, mastegree; and 5 — more than 18
years, doctorate degree or postdoctoral study.aRgrboard, the number of possible
categories (k) was 5. The maximum diversity indeould be 1 if the directors were
equally distributed in the five categories and z€gdl fell in one category.

b) Diversity index for educational disciplines eQucational_disciplines;,) : we
identified the discipline of the degree held bytedoard member of firm, such as
engineering, economics, business administratian Egch discipline was assigned to a
category. The maximum number of categories (k) iptes$or a board was the number
of members. The maximum index of 1 would mean edichctor had a different
educational discipline and zero if all had the saraming.
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Diversity index for genderglender; ;): here the directors of firmwere classified into
two categories: 1 — male and 2 — female, so tramntimber of categories (k) was 2.
The maximum diversity index would be 1 if the boavds divided equally between

men and women and zero if all were men or women.

Diversity index for age dge;.): the directors of firm were classified into five age
categories: 1 — 25-35 years, 2 — 36-45 years, 8-554years, 4 — 56-65 years and 5 —
over 65 years. Again, the maximum number of caiegofk) was 5. The diversity
index would be 1 if the members were distributeeindy in the five categories and zero

if all were in a single age range.

Diversity index for independencendependence;,): the directors of firmi were

classified into two categories: 1 — independent- 2on-independent, so that the
number of categories (k) was 2. An index of 1 wouldicate that the members were
equally divided between independent and non-indegetn and zero if all were either

independent or not independent.

Table 2 presents the statistical description ofdikersity indexes. The index is low

in the case of gender because of the rarity of ferbaard members, while it is at an

intermediate level in the case of years of schgadind high for educational discipline, age

and ratio between independent and non-independectats.

Table 2: Diversity Indexes

STANDARD

VARIABLE MEAN DEVIATION MINIMUM ~ MAXIMUM
Years of schooling 0.538 0.187 0.000 0.888
Educational discipline 0.786 0.153 0.225 1.000
Gender 0.151 0.250 0.000 0.816
Age 0.743 0.182 0.000 0.969
Independence or not 0.826 0.170 0.49 1.000
Total number of directors 488

Number of observations 71

Source: Economética and BM&FBovespa. Data procdsgdide authors.
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3.3Method for measurement of the relationship betweerboard diversity and firm
performance

We used regression analysis for the investigatiased on the following equation
(2), developed from the models of Carter et alO@0 Ararat, Aksu & Cetin (2010) and
Bar, Niessen & Ruenzi (2007), originally constracte®® measure the impact of the

diversity of asset management teams on the perfarenaf investment funds.

qtobin;, = a + B, years_education;,_; + [, educational_disciplines;;_, +
+ B3 genderyy + By ageie—1 + Ps independenceiry + Bn Fip—1 + Bm Pig-1 + &

The variablegtobin; , measures the market performance of firim yeart. The
levels of diversity in years of schooling, educa#b discipline, gender, age and
independence of the board members in ydaare measured, respectively, by the variables
years_education;,_; , educational_disciplines;,_, gender;,_;, age;;—; and
iindependence;,_4, in the form of the diversity indexes. As detaileditem 3.1, we
considered that the board composition at the entthefprevious yeat-1, including any
changes made in the first four months of the yegr to April 30th, the last date for
holding the annual general meeting), influenced fim’s performance in yeat, as
reflected in Tobin’gy, estimated from the financial statements at theanabart. Finally,

I' is the vector of control variables that can afféet market performance addis the

vector of dummy variables representing the years

The vector” was constructed to avoid the omission from the ehad variables
that could have affected the firms’ market perfanoce We identified five variables. The
first two, return on assetso@) and the logarithm of total asselsg assets as proposed
by Carter et al. (2008), have the objective of ramng each firm's characteristics
constant. Return on assets is related to net revema book value per share, with
predictive power on Tobin’'g (Carter, Simkins & Simpson, 2003), while the figize, in
this case measured by the value of total assetsed as a control variable because it is

associated with the return on the shares (Famae&dfr, 1993).

The other three variables measure aspects of Wermgnce structure. The first of
them is the number of board membdyedrd_sizg associated negatively with the firm’s
market performance: the larger the board, the wtveemarket performance (Yermack,

1996). The second variablee_chairmahis a dummy that assumes the value of zero
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when the same person is the chief executive offacer the chairman of the board, and 1
otherwise. Carter et al. (2008) argued that the luoation of these positions can be
associated with worse financial performance. Weluohed the third variable, the
percentage of free float sharé®¢ floa), as a proxy for the board’s power to influence th
company’s management, since the larger the freg dbvoting shares, the lower will be
the chance of shareholders with large stakes teciseecontrol. We did not use dummy
variables to indicate the firms’ economic sectans tb the small sample size and the fact
that all the companies were in individual sectavgh the exception of the real estate
sector (seven firms) and management software s@etorfirms). The dummy variables to
identify sectors were not significant in prelimipaests, so we excluded them from the

final model.

As advocated by the research on groupthink, theraes of new insights and
diverging opinions can be crucial factors causinggoded decisions. Decisions of the
board of directors without a careful analysis fefikition of the firm’s guidelines can have
a negative impact on its market performance. Theeefwe tested the following

hypothesis:

Hypothesis HQ The diversity of the board of directors does afféct the firm’s
market performance. As explained above, the boasergity was represented separately
by years of schooling, educational discipline, gen@ge and independence of the board
(with the aim of measuring the impact of each diitgraspect), while performance was

measured by Tobin'g.

4. RESULTS

Table 3 presents the model’s estimation. The Ble&sgan test (F: 1.35; p-value:
0.2130) and White test (Chi71.0; p-value: 0.4442) did not reject the hypetheof
homoskedasticity. In turn, White’s special testjitated for cases in which the variance
changes with the expected value, rejected homoskeitia at a high level of significance
(F: 7.67; p-value: 0.001). Based on the contradjct@sults of the tests and since a
procedure to correct for heteroskedasticity wouddl lme suitable, given the small sample
size, we decided to adjust the standard errorgniggloying robust procedures for the t and

F statistics. The results presented in Table 3 dstnate that the variables, as a set, were
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statistically significant (F-test: 10.8; p-value:00), with high explanatory power {R
0.62).

Diversity of years of schooling The HO was rejected at the 10% level. The
estimator indicated a positive relationship betwdebin’s q and diversity in years of
schooling. Since the average diversity of the sanfipins was intermediate (Table 2) and
the average number of years of schooling was carated at the baccalaureate level
(Table 1), it can be argued that there would beegmed effectiveness of boards if their

members had more varied years of schooling.

Diversity of educational discipline The results show a negative relationship
between diversity in areas of educational spe@tbn of board members and firm
performance, which cannot be rejected at the 5%l.leVherefore, firms with boards
formed of people with diverse educational backgdsurwould perform worse, a
conclusion counter to the arguments developedisstudy about the positive effects of
diversity. We can suggest an explanation for tesult. As can be seen in Table 2, the
average diversity of the firms in the sample ishhigo it can be suggested that while the
boards are formed of members with varied educadtiargas, some of these disciplines do
not give the directors the skills necessary to wtdad the firm’s business activities. In
this case, the variable could be partially captutime effects of another variable that is
omitted but negatively correlated with it, nameig ttapacity of the directors to understand
the firm’s activities and provide input with autitgrat meetings of the board and its
committees. The observation of Zingales (2000) lmamentioned here, that in the “new
firm”, competition at the global leve demands agaiss of innovation in search of quality,
which can only be generated by telented employ€bis requires technically qualified
leadership. It is possible that the board membeny onanage to make a positive
contribution to the results if they are capablehat strategic and monitoring levels with

technical qualification.

Table 3: Estimation of the model — robust standarderrors

VARIABLE ESTIMATOR
Constant 4.273%*
(0.729)
Years of schooling — diversity indeygars_education 0.741*
0.430
Educational disciplines — diversity indeaducational_disciplings -1.097**
(0.475)
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Gender — diversity indexgéndej 0.183
(0.357)
Age — diversity indexdgé -0.607
(0.416)
Independence — diversity inderdependende -0.927**
(0.459)
Return on assets (Ya)0@) 0.022*
(0.013)
Logarithm of total assetéog_assets -0.111*
(0.058)
Number of board memberbdard siz¢ -0.056
(0.049)
No combination of positions — CEO and board chairiggao_chairman) -0.490**
(%) '
(0.227)
Free float shares (%lrée floa) 0.011**
(0.004)
Dummy 2007 0.530
(0.811)
Dummy 2008 -0.528
(0.731)
Dummy 2009 0.072
(0.768)
Number of observations 71
R? 0.62
F-statistic 10.8***
Jarque-Bera test 0.042
P-value 0.979%+*

Source: Economatica and BM&FBovespa. Data procdsgdide authors.
Statistical significance: ***(1%), **(5%) and *(10%

Diversity of gender. With respect to gender diversity of the board roers, it was
not possible to reject the hypothesis that thiedity item does not affect the firm’s
market performance. Therefore, at first it cannetaffirmed that the findings of Carter,
Simkins & Simpson (2002) and Carter et al. (200&) American companies, that the
presence of women on board has a positive impachanket performance, also apply to
Brazilian companies without a majority controllefowever, the results are coherent with
those of Adams & Ferreira (2009), which also weoe eonclusive about the presence of

women on boards, nearly always formed in the migjoy men.

We should stress that the gender diversity indeBratilian firms is very low, with

men making up the overwhelming majority: of the bdards observed during the study
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period, only 20 had a least one woman. Table 4 shbes comparison of the averages of
the variables for the boards with and without wometests of the differences of means
showed that they are significant at the 5% levelTtobin’s g and return on assets. By this
comparison of the means, the market performanbeasted by having at least one female
board member. It is also possible to conclude fitable 4 that those companies had a
higher free float percentage in the study peridteskE results raise a possibility, suggested
by some authors, like Demsetz & Villalonga (200ihat there is an endogenous
relationship between firm performance and ownerdtipcture — and governance — in
which the firm's performance has just as great anch of affecting the ownership
structure as the latter, among other factors, hatetermining performance. We can thus
suggest that firms with better performance are nfiedy to invite women to join the

boards.

Table 4. Comparison of the means of boards for congmnies with and without female board members

BOARD BOARD
VARIABLE W/O WITH DIFERENCE T-TEST
WOMEN WOMEN
Number of observations 51 20
Total number of directors 351 137
Total number of women directors 0 21
Years of schooling — diversity index 52. 0.59 0.07 1.44*
Years of schooling — average of the board 16.9 17.0 0.1 0.62
members
Educational disciplines — diversity index 0.79 0.76 (0.03) -0.70
Educational disciplines — average of the board 40 45 50 1.40%
members
Age - diversity index 0.76 0.71 (0.05) -1.04
Age — average of members 52.4 54.3 1.9 1.35*%
!ndependence/non—|ndependence — diversity 0.82 0.83 001 023
index
Independent members (%) 39.3 42.9 3.6 0.72
Average number of directors 6.88 6.85 (0.03) -0.07
No pomblnatlon of positions — CEO and board 804 85.0 46 0.44
chairman(%)
Tobin’'sq 1.0 15 50 2.27*
Return on assets — ROA (%) 4.8 8.2 3.4 2.33*
Total assets (million reais) 3,933.7 2,259.4 (1,674.3) -1.124
Free float shares (%) 71.3 .579 8.2 1.78**

Source: Prepared by the authors. Statistical fiignice: ***(1%), **(5%) and *(10%).
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Diversity of age The hypothesis that the age diversity of the hmaembers does

not have an impact on performance was not rejected.

Diversity of independence The hypothesis that the diversity between inddpeh
and independent directors does not affect perfocenamas rejected at the 5% level,
demonstrating that this is an aspect that affdetsniarket performance, but in negative
form. Although the literature contains contradigtoesults in relation to the presence of
independent board members, in this case, as iaxtmple of the diversity in educational
disciplines, the possibility can be considered tihat presence of independent directors,
with deficient knowledge about their firms’ busisesctivities, might detract from
performance. Once again, the results might berdiftewith the inclusion of a variable to
measure the capacity of directors to understanthéss matters specific to their firms.
Another possibility is that the firms’ dispersedrmuship structure — the average free float
of the sample is 73.6%, as shown in Chart | —aslileg to entrenchment of management,
including the independent directors, who look owrenfor their own interests or those of
the top executives. Santos, Silveira & Barros (3069 example, identified the existence
of social ties among directors that sit on the dsaf multiple firms (board interlocking),

with a negative effect on firm value.

Control variables. Of the control variables, the board size was statistically
significant at the 5% level. The observation magleYlermach (1996) that larger boards
impair the market performance does not seem to fwldhe Brazilian market. The free
float percentage was significant at 5%, indicat@mgpositive, albeit small, effect on
performance with increased share dispersal in tlaekeh There was also statistical
significance, at the 10% level, for the variables (return on assets) arldg_assets
(logarithm of total assets), the first with a po&t coefficient and the second with a

negative one.

The variable regarding combination or not of thesipons of CEO and board
chairman in the same person was significant at &#th a coefficient of -0.011. The
separation of the two positions would have a negatifect on the market performance, a

result that contradicts the recommendations of mmodés of good governance practices.

None of the dummy variables was statistically digant — the hypothesis of
coefficients equal to zero could not be rejectadafoy of them — indicating there was no

impact of the years from 2007 to 2009 on Tobop’'J his is a surprising result considering
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that these were years during which the financiagisunfolded, which severely affected

stock prices.
5 CONCLUSIONS

The empirical results from this study of listed Blian companies without majority
control indicate there is a relationship betweesidity of educational aspects of the board
members and the firm’s market performance, althangtifferent directions (positive for
years of schooling and negative for educationatiplimes). Diversity regarding the
composition between independent and non-indepertdilttors also was significant, with
a negative impact on performance. Finally, the gmes of women board members in the
sample was very small, but those firms with at tlease female director presented

significantly better market performance than thegbout any women on their boards.

The results have implications for improvement ofpowate governance in Brazil.
The emergence of companies without a majority odletris usually associated with the
implementation of the New Market. It is no accidenhat all the firms meeting this
qualification were listed in this trading segmehtlte BM&FBovespa. The New Market
rules have the declared intention of requiring that companies listed there follow some
corporate governance practices considered recomabendWhen it was set up in
December 2000, the rules did not contemplate thssibiity of the emergence of
companies without a single majority controller antolling group, a structure then
nonexistent in the country. The basic legislation aorporations, consolidated in the

1970s, was drafted in the assumption that compduaiés single controller.

The recent reforms of the Code of Best Corporatee@mnce Practices (Brazilian
Corporate Governance Institute - IBGC, 2009) wara contrary direction to some of the
results presented in this article. The IBGC Cods wlaanged to recommend that the posts
of chairman of the board and chief executive offibe held by different people and to
encourage the formation of boards with more inddpah members. Similar provisions
were proposed by the BM&FBovespa for the New Maikétlor Econémico, 2009), but
the firms listed in that segment exercised thetoveght to reject the changes. This veto
was depicted in the press as a retreat on thetpabod governance practices. The results

of this study suggest further reflection may berider.

This study presented in this article has some &itiwhs. The sample size is small,

although covering all the listed companies withmajority control up to the time of the
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study. The estimation of negative relationshipsvieen board diversity in the educational
disciplines and in the combination of independert maon-independent directors with firm
performance, measured by Tobigiscan be an indication that we omitted variablesnfr

the model, one of them measuring the qualificatbdrthe directors regarding level of

knowledge of the particular firm’s business area.

We therefore recommend further research on the ébafaveloped here, with the
inclusion of more recent data. It would also beirdbte to find proxies for the omitted

variable mentioned above.
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APPENDIX

The companies without majority

control considered this study were the

following:

2006 2007 2008 2009
DASA ABNOTE ABNOTE ABNOTE
Lojas Renner Brasilagro AGRA AGRA

DASA Bematech Bematech
Datasul BM&FBovespa BM&FBovespa
Embraer BR Malls BR Brokers
Eternit Brasilagro BR Malls
Klabin-Segall Cia Hering Brasilagro
Lojas Renner Cremer Cia Hering
Lupatech DASA CR2
Odontoprev Drogasil Cremer
Perdigao Embraer Cyrela Realty
Rossi Residencial Eternit DASA
TOTVS Gafisa Drogasil
GVT Embraer
Ind. Romi Eternit
Klabin-Segall Gafisa
Log-In GVT
Lojas Renner Ind. Romi
Lupatech lochpe Maxion
MetalfRio Klabin-Segall
Odontoprev Log-In
PDG Realty Lojas Renner
Perdigdo Lupatech
Rossi Residencial MetalfRio
S&o Carlos Odontoprev
TOTVS PDG Realty
Perdigado
Portobello
S&o Carlos
TOTVS

BBR, Vitoria, Special Edition BBR Conference, p-5&7, 2012

wehbronline.com.br




