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Abstract

In 2012 Italy introduced quota to increase the number of women on corporate boards. The aim of our research is
to shed more lights on how women on boards, after the enforcement of quota law, improve the board functions
and the board structure. Our study focuses on all Italian FTSE MIB companies from 2008 to 2015. Italy is a
country where the percentage of female directors was very low before quota. Female directors, when present,
were linked through a family connection to the controlling shareholder. Our research demonstrates that a higher
percentage of women on boards, after the quota, leads to a higher board members attendance and more board
meetings, thus a better board monitoring. We document that, after quota, one more women to the board results in
increasing the board involvement in strategy and the independence of audit committee. Our findings provide
empirical support on the effectiveness of female directors, suggesting important implications of the quota
legislation on the “type” of women elected.
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1. Introduction

In the last years, many countries in Europe have introduced the quota regulation that aims to increase the number
of women on corporate boards. Twelve Member States have introduced quota: five countries (France, Belgium,
Italy Germany and Portugal) have sanctions for non-compliance; two countries (the Netherlands and Spain) have
lunched quotas without sanctions and Austria, Denmark, Finland, Greece and Slovenia have regulation only for
state-owned companies.

The main reason behind this promotion of gender diversity at echelon is that women on corporate boards
improve corporate governance as well as enhanced company performance (European Commission, 2012).
However, in corporate governance literature, a number of studies, which focuses on the value of having women
on boards looking at the association between the ratio of women on boards and the firm financial performance,
has lead to inconclusive results (see the survey Kirsch, 2017).

The aim of this paper is to shed more lights about the relationship between gender diversity and board functions
and board structure. In particular, the paper looks whether gender diversity, imposed by quotas, affects: (1) the
board functions i.e. the company's commitment towards following best practice corporate governance principles
related to board functions; (2) the board structure i.e. the company's commitment towards following best practice
related to a well balanced membership, in terms of diverse, experienced and independent board members.

The paper contributes to the research literature in three ways. First, we would like to add up to the stream of
research on the female directors and board governance. We also disaggregate those measures of board
governance into sub-measures to better understand, which board items are affected by women.

Second, there are few studies how regulation on quotas has affected the relationship between women on boards
and board outcomes. Prior studies show the effect of quota on firm financial performance and investors reactions
to the news that firms will be subjected to regulation. We would like to feel the gap and shed lights whether
gender quotas for boards are sufficient regulatory change to achieve better corporate governance. The results
have significant implications for regulators that might want to enforce quotas or evaluate their consequences.

Third, our study focuses on FTSE Italian companies. In Italy, quota has been introduced in 2012. To date, the
majority of studies on the effect of regulation on quotas are concerned with the Norwegian case. The Nordic
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countries, where there is lower gender inequality measured by the UN index, have a long history of social
support for gender equality. In such countries there is no evidence that women on boards decreases the
qualifications of the board members. On the contrary, Lending & Vahamaa (2017) report that pending quotas
decreases the board expertise in the Southern European countries. Our paper aims to shed lights to the recently
debated issue whether gender quotas decreasing board expertise and hence, caused underperforming boards.

The remainder of this paper is organized as follows: Section 2 presents gender-related institutional background
in Italy, literature review and develops the hypotheses. Section 3 describes our research design and methodology.
Section 4 explains the results of our research. In the last section, conclusions as well as implications for policy
makers are drawn and presented.

2. Institutional Background, Literature Review and Hypotheses Development
2.1 Institutional Background in Italy

Corporate governance is influenced by national institutional setting (Roe 2003; Aguilera & Cuervo-Cazurra,
2004; Aguilera, Filatotchev, Gospel & Jackson, 2008; Aguilera & Jackson, 2003; Buck & Shahrim, 2005;
Minichilli, Zattoni, Nielsen & Huse, 2012). This means that national contexts potentially exert a significant
influence on the presence of women on corporate boards and on the board performance.

According to the institutional theories, there are two types of institutions: formal institutions (North, 1990;
Whitley, 1992) and informal institutions (North, 1990; DiMaggio & Powell, 1983). Among the formal
institutions, legal systems, governmental policies, labor market structure and education are particularly important
in understanding the participation of women on corporate boards (Grosvold & Brammer, 2011; Grosvold,
Rayton & Brammer 2016). Among informal institutions, national culture, the role of the family and the religion
play a key role in shaping the equality perception and help women to rise to the top of publicly listed companies
(Grosvold, Rayton & Brammer 2016). Research shows that the equality perception and the participation of
women in corporate boards are more likely in countries (1) where women are well represented in tertiary
education; (2) where women are represent largely the managerial segment of the labor market as well as the
economy provides incentives on women career’s advancement and (3) where governments make investments
designed to support financially childcare. In Italy these institutions seem not to give strong support to women
and their impact on the participation of female directors on corporate boards is insignificant. One of the primary
institutions that influence the inclusion of women on executive positions, and eventually on board of directors, is
the government. In particular, the national government determines the female employment opportunities,
because it creates conditions that facilitate, or hinder, women to have a better balance between professional and
personal life (Houseknecht & Sastry, 1996). According to Thompson, Graham & Lloyd (2005), in countries
where governments enforce programs that support women to go back into the labor market after the child birth,
the number of female managers qualified for board membership is higher than in countries without such policies.
Italy has one of the longest statutory maternity leaves (22 weeks) among European Member States and parental
leave is relatively generous (Pronzato 2009). Although this policy may make easier for women to manage their
child birth, employers who fear long absence of their female workforce may be reluctant to hire women for
responsible positions and hence they might be lacking adequate experiences for a key leadership role or top
management positions. According to the European Commission, Italy has never elaborated effective policies to
ease the inclusion of women into the labor market after the maternity leave: the lack of services for children and
for the elderly make it hard to have a better work-family life balance (European Commission, 2016). This lack of
institutional supports shapes the women’s career choices and the likelihood to be appointed as a board member.

Another determining factor for the participation of women on corporate boards is the size and the structure of the
labor market (Carli & Eagly, 2011). In order to be eligible for board nomination, a female director needs to
have professional experience and skills similar to those of the male directors (Singh & Vinnicombe, 2004;
Sheridan & Milgate, 2005). This experience depends on the opportunity to women to have managerial positions.
Terjesen and Singh, Terjesen, & Vinnicombe (2008) show that in countries where women occupy a large share of
executive positions, the number of female directors is higher than in countries with a low number of female top
managers. In Italy the percentage of women that hold a top management position is very low. According to
European Institute for Gender Equality (2017) in Italy in 2012 the percentage of women among executives was
only 4%. This shows that the managerial labor market for women is very limited and the employment
opportunities for decision-making positions are very low.

A third institution that might explain the inclusion for women on corporate boards is the enrollment of women in
the education at university level. Advanced education is an important driver for board appointments (Burke 1997;
Sheridan 2001; Singh & Vinnicombe 2004). It ensures men to view women as equals in the professional life
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(Calori, Lubatkin, Very & Veiga 1997; Kanter 1976). This level of education is also relevant for the development
of networking between college students that can help to increase the likelihood to be involved in the corporate
boards (Westphal & Stern, 2006). Prior research finds that university ties and alumni connections increase the
likelihood to be appointed as a board member (Westphal & Milton, 2000; Sheridan & Milgate 2003). Over the
last decades, Italian women have gradually caught up with men in the field of education. According to World
Bank, the percentage of women in tertiary education was 55% in 1999, 57% in 2012 and 56% in 2016. Although
women are well represented in tertiary education, their participation in the executive positions is very limited. In
2012, only 4% of the executives were women (European Institute for Gender Equality, 2017). This evidence
suggests that women experience a glass ceiling effect and they find difficulties to be appointed as a board
member even if they are well-educated as their male counterpart.

Among informal institutions, the role of the family is one of the most influential institutions for women and their
career’s choices (Budig, Misra, & Boeckmann, 2012). Prior studies show that women with executive ambitions
are more likely to be unmarried (Burgess & Tharenou, 2002) and career executive aspirations are associated with
a higher rate of divorce (Mathur-Helm, 2006). Between 2006 and 2015 the rate of divorce in Italy was stable
(United Nations Demografic Year, 2016), suggesting that the role of the family has not changed over time. Italy
is still a family-oriented country, where the value of family, and as consequence the role of the women within the
family, is still playing a meaningful role in the women career’s decisions.

Also religion influences the women'’s career preferences. Specifically, it affects the perception of gender equality
(Parboteeah, Hoegl, & Cullen 2008). In Catholic countries like Italy, the religion is unlikely to fully support
professional gender equality (Sjoberg 2004). This is because the role of women is often defined with a reference
to the home rather than to professional jobs. Moreover, some studies show that in countries where a large
proportion of the population is religious, the percentage of women in the market labor and in the managerial
position is lower (Lehrer, 1995). This is the case of Italy where the 80% of the population is Christian.

This analysis of Italian institutions suggests that in Italy both formal and informal institutions are not supporting
women to their access to managerial positions and thus to corporate boards. In this institutional framework,
many legislations have been introduced to eliminate obstacles that may impede the freedom and the gender
equality and help women participation to the labor market and politics. Although the Italian National Code of
Equal Opportunities between Women and Men established in 2006 (called D.L. 198/2006) aims to create a legal
framework that guarantees equal opportunities between women and men in all areas of society, the women
inclusion in Italian corporate board is still limited. In 2008, for example, the majority of FTSE Italian companies
had all-male boards and the average percentage of women on corporate boards was around 3%.

Table 1. Female representation on corporate boards in 2004-2011

2004 2005 2006 2007 2008 2009 2010 2011

# % # % # % # % # % # % # % # %
Female directors 122 4.5 130 4.6 133 4.7 155 5.4 170 5.9 173 6.3 182 6.8 187 7.4
Firms with at least 91 3338 97 353 103 364 118 399 126 438 129 464 133  49.6 136 517

one female director

Source: Bianco et al., 2015. The table reports the number of female directors at the end of the year and the percentage of women director out
of the total number of directors in the end of the year. We also report the number of firms with at least one female directpr and the percentage

of firms with at least one woman on the board.

When present, female directors were linked through a family connection to the controlling shareholder, being the
controlling shareholder herself or his wife, daughter, sister or close relative (Bianco, Ciavarella & Signoretti,
2015). This has called for the necessity to have a legislation that helps to increase the number of nonaffiliated
female directors. In 2011 a law mandated gender quotas for Italian-listed companies and for state-owned
enterprises was introduced. Under the regulation on quota, starting from 2012 at least one-third of board seats
must be held by directors of the less represented gender. A transition period is given to firms to help them to
comply with the law. Specifically, in the first board term, at least one fifth of the board members should be
female. The law is well enforced as for not complying, there is wide range of sanctions, such as: warning; fine;
forfeiture of the offices of all members of the board. The aim of the law is to reduce the gender discrimination on
corporate level. According to Consob (2016), looking at board characteristics after quota (between 2012 and
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2015), the entrance of the women appointed after 2012 has introduced some changes on Italian corporate boards
(Table 2).

Table 2. Directors’ attributes in Italian listed companies by gender

N. education professional background
% average % %

. . % % % % %

foreigner  age family postgraduate .

degree managers  consultant academic  other
degree

2012 Director 2401 5.0 57.6 16.2 84.4 15.3 76.4 15.4 8.0 0.2
Female 283 5.3 50.5 25.8 82.7 20.9 68.7 17.8 13.2 0.4
Male 2118 4.9 58.5 14.9 84.6 14.5 77.4 15.1 7.4 0.2
2013 Director 2332 5.7 57.3 16.3 84.9 16.5 75.0 16.4 8.2 0.5
Female 417 7.0 50.2 18.2 86.8 232 63.4 234 12.8 0.5
Male 1915 54 58.9 159 84.5 15.0 71.5 14.9 7.2 0.5
2014 Director 2233 6.0 57.0 16.2 84.8 18.0 72.9 18.6 8.0 0.5
Female 507 6.3 50.7 14.8 87.2 26.0 59.4 29.0 11.0 0.6
Male 1726 5.9 58.9 16.6 84.1 15.6 76.8 15.5 7.1 0.5
2015 Director 2222 7.1 56.7 15.8 85.6 20.5 70.3 21.2 8.0 0.5
Female 617 7.5 50.9 13.1 88.5 29.7 54.1 332 12.2 0.5
Male 1605 7.0 58.9 16.9 84.5 16.7 76.5 16.6 6.4 0.5

Source: Consob 2016 and corporate governance reports of Italian listed companies.

Specifically, newly appointed female members have contributed to decrease the average age of directors and to
increase the level of professional background. Additionally, the newly appointed female directors have increased
the level of education (both the proportion of graduated and post-graduated directors has risen respectively, from
about 84% to 86% and from around 15% to 21%). These results show that the new female directors have
professional experience and are on average more educated than previous female members.

This new framework calls for new research on the effect of quota on board activities. Specifically, if the quota
has increased the number of female directors and the level of education and professional background on
corporate board, it is not clear whether the quota has contributed to improve the board function and board
structure.

2.2 Literature Review and Hypotheses Development

Boards are expected to perform specific functions (Zona & Zattoni, 2007; Minichilli, Zattoni, Nielsen, & Huse,
2012; Post & Byron, 2015). We focus on two set of functions: (1) monitoring the firm, (2) identifying and
discussing the strategy. The monitoring task is derived from the agency theory (Fama, 1980; Jensen & Meckling,
1976), suggesting that the primary role of boards is to safeguard sharcholders from management
misappropriation (Shleifer & Vishny, 1997) or minority shareholders from blockholder expropriation (Shleifer,
1986). To accomplish the monitoring task, board members should scrutinize top executives’ behaviors and
actively monitor firm performance (Hillman & Dalziel, 2003).

The probability of board members merely acting as an active audience in corporate boardrooms is increasing
along with the access to inside knowledge of the firm (Mallette & Fowler, 1992). Hence, preparation for and
participation in board meetings - in terms of carefully scrutinizing information provided by management before
meetings, finding information regarding issues relevant to the company and actively participating during
meetings with questions is a key board process affecting its monitoring. Prior study documents that, to be
capable to ask questions and challenge the executives during the meetings, women prepare conscientiously for
the board meetings (Izraeli, 2000; Huse & Solberg 2006). As a minority, women has harder job to establish
credibility and influencing other board members which make them more vigilant than man about preparing for
the board meetings (Singh, Kumra & Vinnicombe 2002; Huse & Solberg, 2006). Women also are more prone
than men to pick up some details and follows up from the board agenda. It is related to the fact that women
embrace their fiduciary responsibilities more strongly and hence they are more likely to sit on the audit
committee (Adams & Ferreira, 2009). Also, Adams and Funk (2012) argue that the women who hold the position
on board are less security, less tradition and more self-direction- and stimulation-oriented than male board
members. Thus, women directors frequently ask questions so they tend not to quickly acknowledge the passed
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by executives information. Women are likely to question business practices that are unethical (Franke, Crown &
Spake, 1997) as well as tend to apply stricter ethical standards (Pan and Sparks, 2012). Boards with higher
female representation are more likely to engage in constant professionalization on the job by organizing extra
meetings such as orientation programs or deep dives (Brown & Anastasopoulos, 2002). Empirical evidence
confirms that firms with higher women representation on boards held more meetings, have higher attendance
rates and hence engage in tougher monitoring (Adams & Ferreira 2009). Based on the above discussions, we
hypothesize that boards with higher women representation are more accountable towards shareholders hence,
more diligent in their monitoring as formulated in the following hypothesis:

Hypothesis 1a: Gender diversity, measured as the percentage of women on boards, enforced by quota regulation,
enhance the commitment of the boards towards corporate governance best practices in terms of board functions.

Hypothesis 1b: Gender diversity, measured as the percentage of women on boards, enforced by quota regulation,
brings more accountable to shareholders and diligent monitoring, through a higher attendance and a higher
numbers of board meetings.

One of the most important duties of the board through which the interests of shareholders and managers are
likely to be less divergent is setting executive remuneration policy. Compensation schemes provide incentives
for managers, reducing the conflicts of interests between managers and shareholders (see a survey by Murphy,
1999). Managerial remuneration is identified and monitored by the board of directors that devote careful
attention to the long-term interests of the firm and its shareholders. Boards with women are more prone to
transparency of the board activities such as executive remuneration policy design and monitoring. Moreover,
boards with women representation are more likely to set managerial incentive schemes that include nonfinancial
performance measures such as customer satisfaction, innovation and corporate social responsibility (Brown &
Anastasopoulos, 2004; Babalola, 2009). Based on these arguments, we formulate the following hypothesis:

Hypothesis Ic: Gender diversity, measured as the percentage of women on boards, enforced by quota regulation,
brings more board commitment and effectiveness towards implementing and monitoring competitive and
proportionate executive compensation.

The second function of the board is to identify and discuss the strategy that the firm has to follow. Boards with
women on boards identify criteria for measuring strategy and monitor implementation of the strategy more often
than all-male boards. Nielsen and Huse (2010) find that women on boards are positively related to the control
and implementation of the strategy. Based on the above discussion, we hypothesize that boards with higher
women representation have higher competences and a wider perspective of decision-making process, hence more
involvement in strategic task as formulated in the following hypothesis:

Hypothesis 2: Gender diversity, measured as the percentage of women on boards enforced by quota regulation,
brings more board involvement in firm strategy activities.

According to the literature, adding a woman to the board makes its composition more diverse, which affects the
effectiveness of the board. Based on previous research, the number of women on top management has a positive
effect on the number of female employees in the talent pipeline. According to Bernardi, Bosco and Reis (2004)
show that firms with an increase in the number of female directors have a pronounced number of women ate the
executive managerial level. They may influence the composition of a team. Based on this argument, we identify
the following hypothesis:

Hypothesis 3a: Gender diversity, measured as the percentage of women on boards enforced by quota regulation,
have a positive influence on the use of practices related to a well balanced membership of the board.

The higher percentage of women of board may influence the independent status of the board. Abbott, Parker &
Presley (2012) reveal that female directors in a sample of the US corporations are more likely to be independent
than male. Bohren & Staubo (2015) find out that after introducing quotas in Norway the board independence
increased. Following this argument, we identify the following hypothesis:

Hypothesis 3b: Gender diversity, measured as the percentage of women on boards enforced by quota regulation,
have a positive influence on the number of independent directors in the three main board committees, i.e. audit
committee; remuneration committee and nomination committee.

According to the literature (Jackson, Ellstrand & Daily C. 1996), female directors bring to the board table new
qualities regarding their knowledge, skills, experience, attitudes, values and behavioral style (for typical gender
differences and more risk-averse see Croson and Gneezy, 2009; for the effect on competition, see Niederle, 2014,
and for differences with men, see Matsa and Miller, 2013). Gender diversity brings more competences on board
(Dstergaard, Timmermans & Kristinsson 2011, Jehn & Bezrukova, 2007). Moreover, research indicates that
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after the introduction of quota law that increase the number of women on corporate boards, the average age of
board members decreases and the tenure decreases (Bianco, Ciaverella & Signoretti, 2015; Consob 2016; 2017).

Following this, we state this hypothesis:

Hypothesis 3c: Gender diversity, measured as the percentage of women on boards enforced by quota regulation,
reduce the average number of years of each board member has been on the board.

3. Methodological Approach: Sample, Variables and Model

This paper’s main purpose is to determine how the introduction of quota law, and consequently the higher
number of women on corporate boards, influences the board outcomes. As we mentioned above, in 2012, Italy
has introduced quota for public companies and state-owned companies. Specifically, every listed company has to
comply with the 20% (at least) board gender quota in the first term. Since the quota is a regulation, it can be
considered to be an exogenous shock to diversity and it can help us to understand the effect of higher gender
diversity on board outcomes. We test this, using an econometric model that allows us to identify the casual effect
of female directors on corporate governance. For estimation, we rely on the fixed-effect estimator, which allows
us to capture all time-invariant characteristics at the firm level.

Our sample includes the 40 largest Italian companies by market capitalization. The sample could seem small, but
it accounts for 80% of the domestic market capitalization. We obtain corporate governance data and accounting
data from the database Thomson Reuters - Datastream. Specifically, data about boards come from Datastream
ASSET4 ESG database. This database provides detailed information on corporate governance, covering
information on board structure such as board composition, board committees and board size, and information on
board functions such as board activities and board policies. Accounting data come from Thomson Datastream
Advance database.

Since our primarily interest is to test the effect of female directors before and after the quota, the coverage of our
sample begins in 2008 and ends in 2015. In order to analyze the differences in board diversity, we interact the
percentage of women directors with a dummy variable called “quota” (equal to 1 for the years 2012-2015).

We combine quantitative with qualitative data. Qualitative data are related to the board functions and activities.
These include info about the best practice corporate governance principles used by a company, its commitment
towards a competitive and proportionate management compensation policy, the company’s capacity to show and
communicate a strategy that integrates financial and social dimensions, the effectiveness of the board to ensure a
critical exchange of ideas and an independent decision-making process. This info come from the annual
corporate governance report that reports the policies and the activities of the board. We transform this qualitative
information into quantitative outcomes. Specifically, we use datastream scores to measure qualitative data.
Scores in Datastream are calculated by equally weighting and z-scoring all underlying data points and comparing
them against all companies in the ASSET4 ESG database (Datastream Guide). Basically, scores compare one
company with a given benchmark. Higher resulting percentage means a better corporate governance outcome.

The first dependent variable represents the first board function: this is firm monitoring. We use as a proxy of
monitoring one of the Corporate Governance Score Category from the Datastream which is called Board
Functions. It is an accumulated score derived from a number of Indicators' value from Datastream. It measures a
company's management commitment and effectiveness towards following best practice corporate governance
principles related to board functions. Specifically, it reflects a company's capacity to have an effective board by
setting up the essential board committees with allocated tasks and responsibilities. The Category of Board
Functions includes data (Indicators) on board attendance, board meeting, the presence of policies for complying
with the country's corporate governance codes with regard to the board committees. We look also at the
sub-Indicators to detangle the board functions. We firstly focus on two variables: board meetings and board
attendance. Board Meetings measures the number of board meetings per year and the variable Board Attendance
indicates whether the company publish information about the attendance of the individual board members at
board meetings. Since the board meeting is a vehicle to have information, we consider these variables as proxy
of the board attitude towards the monitoring function.

The second indicator that aims to identify another monitoring activity is the monitoring on executive
remuneration policies. We use as a proxy the Corporate Governance Score Category that measures company's
management commitment and effectiveness towards following best practice corporate governance principles
related to competitive and proportionate management compensation. It reflects a company's capacity to attract
and retain executives and board members with the necessary skills by linking their compensation to individual or
company-wide financial or extra-financial targets, avoiding excessive and un-proportionate remuneration.
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The second board function is the board involvement in the firm strategy activities. We use as a proxy another
Corporate Governance Score Category from the Datastream which is called Integrated Mission, Vision and
Strategy. It measures the company's management commitment towards the creation of an overarching vision and
strategy integrating financial and extra-financial aspects. It reflects board’s capacity to convincingly show and
communicate that it integrates the economic (financial), social and environmental dimensions into its day-to-day
decision-making processes.

Our aim is to identify also the changes in board structure due to the introduction of the quota law. The Corporate
Governance Score Category from the Datastream which is called Board Structure. It is measures a company's
management commitment and effectiveness towards following best practice corporate governance principles
related to a well balanced membership of the board. It reflects a company's capacity to ensure a critical exchange
of ideas and an independent decision-making process through an experienced, diverse and independent board.
The Category of Board Structure includes data (Indicators) on Corporate Governance Code policies compliance
with regard to the board size, board independence, board composition, board tenure and the independence of the
board committees. The variable Audit Committee independence measures the percentage of independent board
members on the audit committee. The Nomination Committee independence measures the percentage of
independent board members on the nomination committee. The Compensation Committee independence
measures the percentage of independent board members on the compensation committee. The board tenure is
measured as the average number of years each board member has been serving on the boards.

We include control variables related to board characteristics that previous studies found a significant impact. The
board size and the board independence measured as the percentage of independent directors have been
considered as two of the most important variables in explaining the corporate governance dynamics (Denis &
Saris, 1999; Dalton, Daily, Ellstrand & Johnson, 1998). As proxy of firm size, we use Total Assets. All variables
are reported and defined in table 3.

Table 3. Variables description

Variable name Label Description
Board Functions Category It measures a company's management commitment and effectiveness towards following best practice
Score corporate governance principles related to board activities and functions. It reflects a company's capacity
to have an effective board by setting up the essential board committees with allocated tasks and
responsibilities.
Board Attendance (Score) Does the company publish information about the attendance of the individual board members at board
meetings?
Board Meetings (Score) Number of board meetings per year.
Control over  (Score) It measures a company's management commitment and effectiveness towards following best practice
compensation corporate governance principles related to competitive and proportionate management compensation. It
reflects a company's capacity to attract and retain executives and board members with the necessary skills
by linking their compensation to individual or company-wide financial or extra-financial targets.
Strategy Category It measures a company's management commitment and effectiveness towards the creation of an
Score overarching vision and strategy integrating financial and extra-financial aspects. It reflects a company's
capacity to convincingly show and communicate that it integrates the economic (financial), social and
environmental dimensions into its day-to-day decision-making processes.
Board Structure Category It measures a company's management commitment and effectiveness towards following best practice
Score corporate governance principles related to a well balanced membership of the board. It reflects a
company's capacity to ensure a critical exchange of ideas and an independent decision-making process
through an experienced, diverse and independent board.
Audit Committee Ind (Score) Percentage of independent board members on the audit committee as stipulated by the company.
Comp Committee Ind (Score) Percentage of independent board members on the compensation committee as stipulated by the company.
Nomination (Score) Percentage of non-executive board members on the nomination committee.
Committe Ind
Board Structure Category It measures a company's management commitment and effectiveness towards following best practice
Score corporate governance principles related to a well balanced membership of the board. It reflects a
company's capacity to ensure a critical exchange of ideas and an independent decision-making process
through an experienced, diverse and independent board.
Tenured Board (Score) Average number of years each board member has been on the board.
Quota Quota It is a dummy equal to 1 in years from 2012 to 2015.
Women directors % Female Percentage of women on the board of directors.
directors
Independent Independent Percentage of independent board members as reported by the company.
directors % directors
Board size Board size The total number of board members at the end of the fiscal year.

173



ijbm.ccsenet.org International Journal of Business and Management Vol. 13, No. 12; 2018

The Scores are calculated by equally weighting and z-scoring all underlying data points and comparing them against all
companies in Datastream. The resulting percentage is therefore a relative measure of performance, z-scored and normalized
to better distinguish values and position the score between 0 and 100%. A Z Score, or "standard score" expresses the value in
units of standard deviation of that value from the mean value of all companies.

To investigate the effect of women after the introduction of quota, we estimate the following regression model
for gender representation on the board of firm j:

CGTjt = B Women *Quota; + y,*Control j + & )

where CGTijt measures a series of corporate governance scores that proxy for board functions such as
monitoring and involvement in the firm strategy at firm j in period t. As discussed above, to measure the
monitoring function we consider as dependent variable: (1) Board Functions Score as well as its sub-scores (2-3)
(Board Meetings and Board Attendance). On the top of it we look at Compensation policy Score (4) to identify
the executive remuneration monitoring. Also, we use the Strategy Score (5) to identify the board involvement in
strategy-related activities. Lastly, we apply the Board Structure Score (6) and its sub-scores: (7) tenured boards;
(8) audit committee independence; (9) Nomination committee independence; (10) Compensation committee
independence.

To understand the differences in the effect of women, we use the interaction term Women *quota. This variable is
the interaction between the percentage of women directors on a company’s board and a dummy variable equal to
1 for the years 2012-2015. The coefficient measures the differences before and after the quota, so it allows to
capture changes in corporate governance outcomes when the number of women increases due to quota
regulation.

4. Results

The regression results show that introducing regulation on quota matters for the board functions (table 4). The
impact of the quota on the relationship between board functions and women presence on board is positive and
statistically significant, indicating that the use of governance practices that follow the corporate governance
guidelines has increased after the law. Specifically, the difference in the effect of female directors after the quota
is 30% higher than before the introduction of law (column 1). The hypothesis 1a has been confirmed. We also
report that board function enhances with the size of the board. The variable borad size is positive and statistically
significant. Larger boards potentially bring more experience and knowledge (Dalton, Daily, Johnson, &
Ellstrand, 1999) and hence, have better resources to enhance board functions.

As we look at the specific sub-scores of the Board Functions Score and we find that all the measures: board
attendance (column 2), board meetings (column 3) and control over compensation (column 4) are statistically
significant. Specifically, the effect of women after the introduction of quota on board attendance is of highest
magnitude (0.43). This result suggests that after the introduction of quota law, the women are more diligent in
attending the board meetings. This could be interpreted that the women on boards before the introduction of
quota regulation, most of them family-connected to the founder and the CEO of the firms, were less prone to
attend board meeting (Bianco, Ciavarella & Signoretti 2015). Our results bring evidence that due to the quota
enforcing more active women are elected. The quota has positive effect on the relationship between ratio of
women on boards and the number of board meetings. Board meetings are a fundamental source of inside firm
information for directors (Adams and Ferreira, 2009). Hence, the higher their number, the more relevant
information the board members can acquire and can better perform their function and the role within firm. After
the introduction of quota law, the female directors have a positive influence on the number of board meetings.
Board meetings and board attendance are two proxies that help to identify the attitude of the boards of having
information about the firms, and hence be more prone towards the monitoring function. The findings from this
analysis provided consistent support for our Hypotheses 1b, suggesting that women after quota enhance the
commitment of the board towards a better monitoring function.

Interestingly, the effect of quota on the relationship between women presence on boards compensation policy
score (column 4) is negative and statistically significant. Adding one more woman to the board after the
regulation is binding causes decrease of the company's management commitment and effectiveness towards
following best practice corporate governance principles related to competitive and proportionate management
compensation by 5.44. Our hypothesis 1c¢ has not been confirmed. One possible explaination could be the role of
women on board committees. Adams and Ferreira (2009) show that women are less likely to sit on compensation
committees than men are and thus have less involvement in setting CEO pay. Also, boards with higher women
representation tend to compensate directors with more equity-based compensation that is more aligned with the
shareholder interests and results most often in higher executive pay level.
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Column 5 presents there is a positive relationship between women board representation and the extent to which
board engages in firm strategy related activities. Post regulation including one more women to the board brings
in increasing in Strategy Score (column 5) that is a proxy for board involvement in firm strategic activities. This
result shows that after the quota, the higher percentage of women has improved the strategy task. This result
support Hypothesis 2. This finding is consistent with the literature. Recent studies show that female directors
positively influence firm performance through their involvement in corporate strategy (Levi et al, and Post &
Byron 2016). We also report evidence that the board engagement in strategy depends on the board independence.
The variable independent directors is positive and statistically significant. Independent directors are board
members with no affilitiation with the company. Since their role is to bring an outside persective and protect
stakeholders’ interests, they contribute to increase the board committment towards strategies that include
financial and social dimensions.

Table 4. The effect of quota on the board functions

L . Strategy
Monitoring function .
function
Board Board Board Meetings Control over Strategy
Functions Attendance compensation
@ 2 3) “ (%)
Quota*Women directors 0.30* 0.43* 0.21* -0.34%%* 0.13*
(1.71) (1.61) (1.60) (-2.55) (1.74)
Women Directors % 0.09 -0.57* -0.08 -0.00 -0.06
0.41) (-1.77) (-0.48) (-0.01) (-0.62)
Independent Directors % 0.04 -0.14 0.09 0.08 0.07**
(0.49) (-1.16) (1.53) (1.32) (2.08)
Board Size 1.36%** -0.93 0.37 0.33 0.14
(2.42) (-1.09) (0.82) (0.76) (0.53)
Total Assets 1.93*10° 1.37%107 -2.23*10° 1.35%107%%x* 1.97*10°
(0.33) (-1.09) (-0.55) (2.93) (0.73)
R-squared 0.10 0.04 0.05 0.15 0.10
N. Obs 238 238 212 238 238
N. Firms 35 35 32 35 35

T-statistics are reported in brackets. *, ** and *** denotes significance at 10%, 5% and 1% respectively

Table 5 reports the effect of female director after quota on board structure. We did not find any statistically
significant relation between Board Structure Score and interaction term between quotas and women on boards.
This result does not support our hypothesis 3a, that expects a positive effect of women on the use of
well-balanced policies. We document that the variable board structure is affected positively by the board
independence. Prior studies confirm that independent board members are better equipped to discipline executives,
as they are expected to limit opportunistic behavior, thereby reducing the agency problem (Hermalin & Weisbach,
1998; Ryan & Wiggins, 2004; Pathan, 2009). We report evidence that independent directors contribute to the
capacity of the board to ensure a critical exchange ideas and an independent decision-making process.

Looking at the effect of women after quota regulation on the independence of the three main committees, we
report evidence that women after quota have a significant impact on Audit Committee independence. We do not
find statistical difference in the independence of nomination committee and compensation committee. The
hypothesis 3b is partially supported. This may suggest that after the introduction of quota, women are less likely
to be appointed in the nomination and compensation committee. Adams & Ferreira (2009), and Rhode & Packel
(2014) argue that women, being not part of the old boys' club, can be excluded to the powerful committees. This
may be an explaination of our not significant results.

Table 5. The effect of quota on board structure

Board Audit Committee Nomination Compensation
Tenured Board i .
Structure Ind Committee Ind Committee Ind
6 )] ® ® 10)
Quota*Women Directors -0.10 0.01 0.15% 0.04 0.20
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(-0.72) (0.06) (1.72) 0.21) (1.27)
Women Directors % 0.18 -0.19 -0.13 (-0-07) 0.22
(1.06) (-0.77) (-1.17) (-0.28) (1.13)
Independent Directors % 0.28%%** 0.03 0.10%** -0.14* 0.28%%*
(4.32) (-1.50) (2.53) (-1.50) (3.87)
Board Size -1.09** 041 0.26 0.34 -0.59
(-2.43) (-1.50) (0.90) (0.52) (-1.18)
Total Assets 2.63%¥10°  1.34%107%* 6.20%10%** 7.98*10° 1.22%10*
(0.06) (2.30) (-2.09) (1.31) (0.23)
R-squared 0.25 0.10 0.07 0.02 021
N. Obs 238 120 237 171 226
N. Firms 35 25 35 27 33

T-statistics are reported in brackets. *, ** and *** denotes significance at 10%, 5% and 1% respectively.

5. Conclusion

In preparation of implementing the Directive of the European Parliament and of the Council on improving the
gender balance among non-executive directors of companies listed on stock exchanges and related measures,
several governments across Europe have adopted quotas to increase gender diversity on corporate boards, among
them Italy. This paper studies the effects of quota for female board representation introduced in Italy 2012.
Within five years, the female share of corporate directorships increased from 4,6% in 2010 to 25.80% in 2015
(Velkova, 2015). Using quantative-qualitative data from Datastream for publicly listed firms in Italy we find that
the effect of quota for women on boards is positive and significant for the monitoring function and for the board
involvement in strategy. Specifically, our research demonstrates that a higher percentage of women on corporate
boards after introducing law on quotas in Italy leads to better attendance, more board meetings, and thus
improves board monitoring. We also document that after the introduction of quota, women are more involved in
the decisions related to the firm strategy that combine financial and social dimensions. This suggests that an
higher inclusion of women on corporate boards contribute to have a more comprehensive perspective that
combines financial and non-financial aspects. However, when we test the effect of women on the use of
well-balanced policies we do not report statistically significant results. This means that there are no differences
in the use of such policies before and after the quota implementation. The number of women after 2012 has a
positive influence on the audit committee independence. This committee is responsible for the monitoring on the
financial reporting process, the selection of the auditors and the evaluation of audit results. This shows that the
new women have increased the audit committee independence, suggesting an increasing contribution on the
monitor over the financial reporting.

Our results indicate important implications for policy makers. First, the mandatory increase in the number of
women on corporate boards contributes to enhance the board activities, making the boards more enganged in
monitoring and strategizing. This is a benefit that help to have a better corporate governance and, consequently,
better firm decisions.

Second, the new legislation has contributed to introduce a new “type” of women elected. These women are more
active and deligent than before. One explaination could be related to the selection process. The new women may
be more competent and prepared than before when then usually were appointed by families in family-owned
firms. This paper provide evidence that restrictive law on gender parity in the form of quota in the Southern
European countries with non-supportive institutional settings for women career advancement increases the
boards expertise and diligence, thus board effectiveness.

We also acknowledge some limitation of the study and directions for future research. First, there is a need to
properly understand the role of institutions in supporting women presence on the labor market, and thus their
readiness and position on boards in Italy. Formal and informal institutions have impact on women’s choices.
While the literature provides some evidence in the individual impact of selected institutions on women’s
propensity in the participation in the upper echelon (Grosvold, Rayton, Brammer, 2016), the supportive or
ono-supportive effect that is produced by interaction of different country-specific institutional matrix is still
poorly understood.

Second, future research could enhance the understanding on the role of institutional environment on the women’s
representation in the upper echelon. It would be interesting to examine how the country-level institutions
influence the effectiveness of gender board quotas in ensuring gender equality in the boardroom and executive
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teams. Most studies refer to the Nordic countries, predominately Norway, that have a long history of social
support for gender equality. There is necessity to look at the institutional support to women in career in countries
where it has been traditionally very low.
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