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ABSTRACT This paper analyses board size and composition determinants with reference to boards' 
two principal functions: the control or monitoring function and the advisory function. It also tackles the 
endogeneity problem which exists in this type of studies. Using a sample composed of 171 publically 
traded Spanish corporations spanning the period 2004-2008, the results show that, in Spain, board 
size is sensitive to advisory needs (using fi rm complexity as a proxy for them), while board composition 
depends to a greater extent on the need for control, determined by the organization's stock structure. 
The evidence shows that the presence of independent members on the boards of directors in Spain ba-
sically responds the objective of guaranteeing an adequate representation of the ownership structure 
of the company rather than in response to a specifi c need for counselling.

KEYWORDS Advisory and monitoring function; Corporate governance; Endogeneity; Ownership con-
centration; Spain; Structure of the board of directors.

RESUMEN El artículo analiza los factores determinantes del tamaño y la composición de los consejos 
de administración a partir de las dos funciones centrales que desempeña dicho órgano de gobierno: 
la función de control y la función de asesoramiento. Asimismo, aborda el problema de endogeneidad 
presente en este tipo de estudios. Para ello se analiza una muestra de 171 sociedades españolas co-
tizadas en el periodo 2004-2008. Los resultados hallados indican que el tamaño de los consejos en 
España se determina, principalmente, por las necesidades de asesoramiento, aproximadas a través 
de la complejidad de la empresa, mientras que la composición de los consejos depende en mayor 
medida de las necesidades de supervisión, determinadas por la estructura accionarial de la compañía. 
Estas evidencias señalan, por tanto, que la presencia de miembros independientes en los consejos de 
administración en España tiene como objetivo fundamental garantizar una adecuada representación 
de la estructura de propiedad de la compañía y no tanto responder a unas necesidades específi cas de 
asesoramiento.
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1. INTRODUCTION

The literature concerned with the study of boards of directors is extensive. A large part 
of the research has focused on analysing the effect of board structure on performance, 
based on the hypothesis that the most effi cient boards are small and have a large number 
of outsiders. The results obtained, however, vary considerably (1), and the aforementioned 
hypothesis has been questioned by a whole literary trend that indicates that an optimal 
board structure that leads to better business results on a general basis does not exist.

In their articles, Bathala and Rao (1995), Hermalin and Weisbach (1988, 1998) and Lehn 
et al. (2009), among others, consider that board size and composition are endogenously 
determined in each organization, based on both internal and external factors, therefore 
the ideal composition of the board for a particular organization may not be the same as 
for another. In keeping with this idea, what is relevant is not so much to analyse the infl u-
ence that the composition of the board of directors has on business performance with the 
objective of inferring the optimal confi guration of this body, but to analyse what specifi c 
needs or elements are determinant in the make-up of the board of directors. Only by con-
trolling these elements or factors it will be possible to evaluate the infl uence of the com-
position of the board on business performance in a reliable way (2). However, the results 
are not unanimous in this current either, possibly due to a variety of reasons. Amongst 
them, mention should be made that this is a much more complex question to address, 
that many papers have considered that the composition of the board basically answers to 
the control function that it must perform, while ignoring other important functions that 
this body has entrusted to it, and that the relevance of those functions depends in large 
measure on the institutional context, which makes it essential to design the analysis tak-
ing this context into account.

In this respect, many of the studies that analyse board determinants have been carried 
out in an Anglo-Saxon context and have largely focused on the control function of the 
board, analysing its supervisory role and its relationship to other control mechanisms 
(Bathala and Rao, 1995; Iwasaki, 2008; Li, 1994; Mak and Li, 2001; Yang et al., 2004; 
etc.), ignoring the advisory function. This viewpoint is broadened in this paper, which 
analyses factors related to the two functions and examines their impact on board struc-
ture.

Although other studies also consider the two functions, (Boone et al., 2007; Coles et al., 
2008; Linck et al., 2008; and Lehn et al., 2009) our analysis is more detailed, examining 
if the choice of the size of the board and its composition is primarily determined by a 
specifi c function.

Our approach is also different in other aspects. For example, as the North American con-
text of these studies is different from the Spanish context, these studies do not consider 

 (1) There is no consensus in the results of studies analysing the relationship between board structure and business per-
formance, as shown in the meta-analyses performed by Dalton et al. (1998) and Dalton et al. (1999), among others.
 (2) However, as Coles et al. (2008, p. 335) mention, «in the presence of transaction costs that reduce a fi rm's ability to 
adjust its board structure quickly, there should be a detectable relation between board structure and performance».
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the impact of degree of ownership concentration on board confi guration. In our setting, 
this cannot be ignored; indeed, it is highly signifi cant. Likewise, as Adams et al. (2010), 
Guest (2009) and Shleifer and Vishny (1997) mention, most of the empirical studies on 
corporate governance focus on the Anglo-American market, and there is little evidence 
from other countries (3) so «examination of other countries is therefore useful in develop-
ing a broader view of what determines board structure» (Guest, 2008, p. 52). Further-
more, corporate governance differs considerably among countries, given their peculiar 
characteristics related to ownership structure, regulation, etc. (Li, 1994), therefore, it is 
interesting to analyse other contexts such as the Spanish context.

The objective of our study is to analyse the internal and external factors that infl uence the 
size and composition of boards of directors in large corporations in Spain. The premise 
that underlies this study is that each company has different needs for counsel and control 
which are determined by the complexity of the company and the availability of alterna-
tive control mechanisms. In this sense, it is considered that the counseling needs of the 
company depend on its degree of complexity, while its monitoring needs vary depending 
on the existence of substitute control mechanisms. Therefore, and based on the idea that 
board structure depends on such requirements, two hypotheses, a complexity hypoth-
esis and a monitoring hypothesis, are tested. These hypotheses were tested on a sam-
ple of 171 Spanish fi rms trading on the Stock Exchange during the 2004-2008 period. 
The results, in line with Boone et al. (2007), Coles et al. (2008) and Linck et al. (2008) 
among others, show that board composition (measured by the percentage of independent 
members (4)) and size (measured by the number of board members) are established by a 
rational choice process which considers each fi rm's specifi c characteristics and needs. 
In the aggregate, board size and independence are positively affected by the complex-
ity of the decisions to be made and the need to solve possible agency problems between 
shareholders and managers, confi rming the relevance of the two hypotheses for both 
board size and composition. However, the board's two functions (advisory and control) 
have different specifi c weights when explaining each of the two characteristics consid-
ered (board size and independence). While variations in board size are basically due 
to fi rm complexity variations (with different advisory requirements), variations in the 
relative weight of independent members are more due to the need to control the manage-
ment team. This would suggest that, although independents are important for effectively 
performing the board's two functions, in the Spanish context, characterised by a high 
degree of ownership concentration, independents are basically intended to protect the 
interest of minority shareholders. The results appear to show, then, that independents in 
Spain are chosen as board members precisely because of their control capabilities and 
not because of their experience and advisory capacity. 

The paper is structured as follows. The following section provides a review of the litera-
ture and presents the hypotheses to be tested. We then describe our sample, the vari-

 (3) However, in recent years, a growing interest in the study of corporate governance in transition economies can be seen 
as refl ected in the papers of Jandik and Rennie (2008) or Cheung et al. (2010), among others.
 (4) Note that, in this study, the composition of a board of directors is measured by the percentage of independent mem-
bers, instead of the percentage of outsiders used by other authors in the international literature. The reason for this choice 
is explained in the description of the variables.
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ables used in the study and the methodology, continuing in the next section to discuss 
the principal results obtained. Then we analyse the importance of control and advisory 
functions for board structure. Finally, our conclusions consider the results and propose 
future lines of research.

2.  DETERMINANTS OF THE SIZE AND COMPOSITION OF BOARDS 
OF DIRECTORS

2.1. THE FUNCTIONS OF THE BOARD OF DIRECTORS

Although the functions of a board of directors can be broken down into a number of 
specifi c tasks that differ for different authors (5), there is considerable consensus in the 
literature in that board activities focus on two central functions:

Supervise and control • → monitoring function 

Guide or provide advice regarding the fi rm's management and strategy • → advisory 
function

2.1.1. Monitoring function

The fi rst function of boards of directors refers to control and supervision. According to 
Agency Theory, the board should act as a control mechanism, supervising corporate 
management in order to reduce confl icts of interest and the agency problem between 
managers and investors, when ownership and control are separate (Fama and Jensen, 
1983a, 1983b). Unlike the situation found in the US, however, where the main problem 
consists of preventing opportunistic managerial behaviour, in European countries di-
vergence of interests is often generated between majority and minority shareholders, as 
a result of the high level of ownership concentration found in fi rms in continental Eu-
rope (Fernández and Gómez, 1999; Baglioni and Colombo, 2009). Specifi cally, in Spain, 
the high level of companies' ownership concentration may generate that majority share-
holders infl uence in the decision process and obtain private benefi ts against interests 
of minority shareholders. Therefore, as Mínguez and Martín (2003, p. 11) indicate «in 
Spain, the confl ict takes place between major and minor shareholders, and the board 
of directors must guarantee the interests of the latter». In this context, then, the board 
of directors has to ensure that the divergence of interests does not undermine those of 
minor investors. 

As Boone et al. (2007) suggest, the board's supervision role can be expected to be less 
effective in the case of large boards, as they are more likely to suffer from free-riding 
problems among their members and coordination diffi culties which would all prevent 
an effective monitoring function. On the other hand, the independents on a board help 
to minimise agency problems between managers and shareholders (Bathala and Rao, 
1995) or between major and minor shareholders (Baglioni and Colombo, 2009), as these 

 (5) See Gutiérrez et al. (2000) or the classifi cation proposed by the American Business Roundtable Association 
(http://www.businessroundtable.org/).
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types of board members, who have no direct links to the organisation, are unlikely to 
be affected by problems such as a tendency to toe the group line or subordination to the 
Chief Executive Offi cer (CEO)'s decisions which are more likely among insider members. 
Moreover, the independents can analyse the management and the fi rm's activities with 
more objectivity and independence than the executive members (Prado et al., 2009).

Small boards, therefore, with a large proportion of independents, can be expected to 
perform the monitoring function more effectively.

2.1.2. Advisory function

Agency Theory, which is the predominant approach in the literature about corporate 
governance, has largely focused on the controlling role of boards. There are, however, 
other approaches that consider the importance of other board functions. In this sense, 
Pfeffer (1972) emphasizes the role of the board as an instrument for dealing with the 
organization's environment and Pfeffer and Salancik (1978) or Zahra and Pearce (1989), 
under Resource Dependence Theory, consider that board members provide the fi rm with 
critical resources (6) and emphasise the need to consider boards other than in their super-
visory functions. In this sense, board members provide fi rm with resources as informa-
tion, access to social groups, legitimacy, etc. (Hillman et al. 2000). Their advisory func-
tion, however, supported by Resource Dependence Theory, has been underestimated in 
the literature in relation to the control function, supported by Agency Theory and, in this 
respect, Daily et al. (2003, p. 275) point out that: «rather than focusing predominantly on 
directors' willingness or ability to control executives, in future research scholars may yield 
more productive results by focusing on the assistance directors provide in bringing valued 
resources to the fi rm and in serving as a source of advice and counsel for CEO» (7). Studies 
like that of Kor and Misangyi (2008) support the thesis that the board supplements top 
management with vital advice and counsel. In this sense, directors act as «advisors» in 
the organisation, and thanks to the information they have about the fi rm or its environ-
ment, their expertise, know-how, etc., enrich the fi rm's decision-making process.

Early studies using Resource Dependence Theory to examine boards focus on board size 
and composition as indicators of the board's ability to provide critical resources to the 
fi rm (8), fi nding that there is interdependence between board structure and the fi rm's 
needs in relation to its setting. Board size and composition are therefore not random, but 
a rational response by the organisation to its situation (Pfeffer, 1972). 

The literature shows that large boards more effi ciently perform the advisory function, 
because the more members there are, the greater the variety of opinions and perspec-
tives. Authors such as Adams and Mehran (2005), Beiner et al. (2006) or Choi et al. (2007), 
among others, fi nd a positive relationship between board size and fi rm performance. 

 (6) According to this approach, Pfeffer and Salancik (1978) identify four board member features that benefi t fi rms. They 
are: information in the form of advice and counsel, access to information channels between the fi rm and its setting, prefer-
ential access to resources and legitimacy, all of which would be in addition to their traditional role as control mechanisms.
 (7) In this sense, Hillman and Dalziel (2003) develop a complete model in which board capital affects both monitoring 
and the provision of resources.
 (8) A thorough review of these studies can be found in Hillman et al. (2009).
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Likewise, according to Boone et al. (2007), as information requirements increase, larger 
boards are needed.

The role of independents (outsiders in the Anglo-Saxon context) is also crucial in the 
advisory function. These board members are usually highly experienced and renowned 
professionals in their fi elds. 

According to Coles et al. (2008), it is the outsiders who advise the CEO in the choice of the 
organisation's business strategy and Pfeffer (1972) fi nds that those fi rms with greater 
interdependence require a higher ratio of outsider directors.

All this shows that effi ciency in the advisory function increases with the size of the board 
and with the presence of independents.

2.2. HYPOTHESES

2.2.1. Control hypothesis

The fi rst primary function of a board of directors is a monitoring function. The need for 
a board to correctly act as a monitoring body increases when there are no other control 
mechanisms (Agrawal and Knoeber, 1996; Guest, 2008). If such mechanisms are weak 
or completely absent, the board's monitoring function becomes even more important 
and this requires a smaller board with a large proportion of independents to guarantee 
effective monitoring. 

H1:  As the need for control grows (weak or no other control mechanisms), boards be-
come smaller with a larger proportion of independent members.

In the literature, managerial ownership, ownership concentration, level of debt and lead-
ership structure, has all been used as proxies for control mechanisms other than the 
board of directors.

Different authors have proposed ownership structure as a control mechanism (9). Accord-
ing to Jensen and Meckling (1976), increasing managerial ownership tends to align man-
agers' interest with those of shareholders, which could lead to less confl ict of interest. In 
this sense, Florackis and Ozkan (2009) point out that executive ownership helps align the 
interests of managers with those of shareholders according to the convergence of inter-
ests hypothesis. It is argued, therefore, that executive ownership works as an incentive 
mechanism to prevent managers from expropriate wealth from outside shareholders.

Likewise, Li (1994) shows that, if ownership is concentrated, the members of a corpora-
tion with the most capital can more effectively infl uence and control its management than 
when a fi rm is owned by a larger number of smaller shareholders. However, many of 
the authors who analyse board confi guration determinants, such as Boone et al. (2007), 
Coles et al. (2008) or Linck et al. (2008), have paid particular attention to the effect of 
management team ownership (measured as the percentage of the capital owned by the 

 (9) For a more detailed analysis of ownership structure as a form of corporate governance, see Connelly et al. (2010).
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CEO or outsider board members) and not to ownership concentration measures, which 
are of special interest in the European context. 

A fi rm's indebtedness can also act as a control mechanism (Fernández and Gómez, 1999; 
Lozano et al., 2005). A certain level of debt generates a series of contractual obligations 
which reduce managers' discretionary powers regarding the fi rm's free cash fl ow, thus 
guaranteeing better use of resources in optimal activities (Jensen 1986) and a better 
alignment of shareholder and managerial interests. On the other hand, the need for su-
pervision and control can also vary with the board of directors' leadership structure, 
depending on whether the Chairman and CEO are one and the same person or different 
individuals. As shown by Fama and Jensen (1983a), when the CEO and the Chairman is 
the same person, this has a negative impact on the board's ability to correctly perform 
its monitoring function (10). Along these lines, Rediker and Seth (1995) suggest that fi rms 
in which the Chairman and CEO is the same person require boards with more control 
power.

The above arguments suggest that less insider participation in the corporation's capital, 
a not very concentrated ownership structure, a low level of indebtedness and the same 
person being CEO and Chairman are conditions which require greater board supervi-
sion, leading to smaller boards with a larger proportion of independents.

2.2.2. Complexity hypothesis

In relation to the advisory function of boards of directors, the literature shows that the 
fi rm's complexity is a central and decisive aspect, as the need for advice generally in-
creases as a fi rm becomes more complex (Klein, 1998; Guest, 2008; Boone et al. 2008; 
Lehn et al. 2009, among others). In this respect, the greater a fi rm's complexity, the 
greater the need for the board to advise the CEO well, and this requires a large board of 
directors with a signifi cant number of independents. As suggested by Boone et al. (2007), 
as a fi rm grows (becomes more complex), it needs more specialised services from its 
board, particularly in relation to its advisory function. 

H2:  As the need for advice grows (more complex fi rms) boards become larger with a larg-
er proportion of independent members.

Different variables have been used as proxies in order to analyse the complexity of or-
ganisations: size of the fi rm, degree of diversifi cation and fi rm age. 

With regards to fi rm size, several authors (Boone et al. 2007; Coles et al. 2008; Lehn et al. 
2009, etc.) suggest that larger fi rms can be expected to have larger boards with more 
independent members, as a diversity of activities on a larger number of markets involves 
more complexity and, therefore, a greater need for information. In the literature, diversi-

(10) There are also arguments supporting this hypothesis from an Entrenchment Theory perspective. According to this 
theory, managers aim to obtain maximum control in the organisation by eliminating external control whenever possible. They 
thus prefer small boards dominated by insiders which they also chair. This means that, when the Chairman and the CEO are 
the same person, smaller boards are preferred because they are easier to control. When this is not the case, larger boards 
are preferred, as manipulation is easier due to coordination problems, free riders, etc.
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fi cation has also been used as a proxy for complexity. More diversifi ed fi rms operating in 
multiple market segments tend to be more complex and to therefore have larger boards 
with independent members (Coles et al. 2008). As suggested by Pearce and Zahra (1992), 
diversifi cation could require skills not found among company members, thus needing 
outsiders to provide better advice and guide the decision-making process.

Finally, some studies use fi rm age as a key factor in the complexity of fi rms, based on the 
idea that the most complex organisations are the oldest (Boone et al. 2007), thus expect-
ing a positive relationship between fi rm's age, the size of its board and the proportion of 
outsiders. However, it could also be argued that young fi rms show greater complexity. 
In this respect, the youngest fi rms have no prior market experience, for instance (unlike 
older fi rms), and this fact could make their environment's adjustment diffi cult. There-
fore, according to these arguments, there could be a negative relationship between fi rm 
age and advisory needs, with younger (more complex) fi rms requiring more advice and 
also affecting board structures (larger, more independent boards in young fi rms). On the 
other hand, fi rm age could also include other characteristics implicit to the organisation 
that affect board structure. In this respect, for instance, Mulherin (2005) uses fi rm age 
as a proxy for its potential growth, with the youngest fi rms having the greatest growth 
potential. This could mean that they in turn have greater advisory requirements (11). Also, 
according to Hillman et al. (2009), the need for board resources will depend on the stage 
of the fi rm's life cycle. The importance of board resource dependence will be affected 
by the organisation's stage in its life cycle (Zhara and Pearce, 1989) and will be more 
signifi cant in the early stages (Gabrielsson, 2007; Lynall et al., 2003), when large boards 
could well be necessary, with a large number of independents. For that, in Table 1, we 
have not defi ned the sign of the relationship between the fi rm's age and the proportion of 
independents because the effect could be both positive and negative. 

Table 1 Shows the expected relationship for each of the proxies of our two hypotheses.

TABLE 1 
HYPOTHESES

HYPOTHESES Board Size Independents VARIABLES (PROXIES) Board Size Independents

Control hypothesis 
(H1)

(existence other 
control mechanisms)

+ -

Executive Ownership + -

Ownership Concentration + -

Debt + -

Leadership + -

Complexity 
hypothesis (H2) +

+

Firm Size + +

Diversifi cation + +

Firm Age ¿? ¿?

(11) Other authors, such as Linck et al. (2008), suggest that it is not clear that fi rm complexity increases with age once 
the fi rm is «mature». Their analysis includes not only the fi rm's age but also its quadratic term, fi nding that the impact of 
age on board structure increases at a decreasing rate. They fi nd that as a fi rm's age increases, the size of the board and the 
proportion of outsiders grow, but there comes a point when this ratio becomes negative for both variables (although it is not 
signifi cant for the percentage of outsiders).
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3. SAMPLE, VARIABLES AND METHODOLOGY

3.1. SAMPLE SELECTION 

The sample comprises the fi rms included in the Corporate Governance Reports of or-
ganisations issuing stock trading on offi cial secondary markets, edited by the CNMV 
(National Stock Market Commission) for 2004-2008 (12). After excluding banks, the fi nal 
sample comprises an unbalanced panel with 171 fi rms for the 5 years in question. The 
information contained in these reports in relation to shareholder and board structure 
was completed with the economic and fi nancial information provided by the SABI (Sys-
tem of Analysis of Iberian Balance) database. 

With regards to the composition of the sample by type of industry, Table 2 shows the 
number and proportion of fi rms in each sector. Based on CNAE (13) 93 Rev.1 codes and the 
industrial sector classifi cation proposed by the CNMV, we fi nally obtained eight sectoral 
segments. We can see that a large number of the fi rms belong to the property activities 
and business services sector, which represents more than 34% of the total, followed by 
the manufacturing industry, which represents 28.66%.

TABLE 2
SECTORAL DISTRIBUTION OF THE SAMPLE (N = 171)

Sector CNAE 93 codes No. of fi rms Percentage of total 
sample

(1)  Property and rental activities and 
business services

70, 71, 72, 74 59 34.5%

(2) Financial intermediation 65, 67 11 6.43 %
(3) Transport and communications 60, 62, 63, 64 8 4.68 %
(4)  Retail trade, catering and other services 51, 52, 55, 85, 92, 93 16 9.36%
(5) Construction 45 13 7.60%
(6)  Production and distribution of 

electricity, gas and water
40, 41 10 5.85%

(7) Manufacturing industry 15, 17, 18, 21, 22, 23, 24, 26, 27, 
28, 29, 31, 32, 33, 35

49 28.66%

(8)  Mining and farming, livestock breeding, 
hunting and forestry

1, 10,14 5 2.92%

Total 171 100%

3.2. VARIABLES AND DESCRIPTIVE STATISTICS

3.2.1. Dependent variables

In order to analyse the determinants of the structure of the boards of directors of Span-
ish fi rms, the dependent variables used were the size and composition of boards. The 

(12) 2004 is the fi rst year for which Corporate Governance Reports were published with a homogeneous format, which 
is why it was selected as the starting point for our analysis. The period ends with the 2008 fi nancial year, because the 2009 
reports had not yet been published at the time of our study.
(13) CNAE is the National Classifi cation of Economic Activities in Spain.
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representative measure of board size used was the logarithm of the total number of 
board members (BoardSize), whereas the variable representing board composition was 
the percentage of independent members (Independents), both with reference to 2004-
2008 period. Although other authors in the international literature most commonly use 
the percentage of outsiders, we have chosen the percentage of independents because 
the fi gure of non-executive board members in Spain is not comparable to the outsiders 
in other contexts, as the role of directors representing majority shareholders (affi liated 
members) is of great signifi cance in Spain. The analysis, therefore, considers independ-
ent members as, according to García and Gil de Albornoz (2005), independent members 
are equivalent to non-executive members in the UK and USA.

3.2.2. Explanatory and control variables 

Below is a description of the explanatory and control variables used in the study. The 
fi rst four variables refer to the control hypothesis related to the monitoring function of 
boards. The next three are included as proxies of the complexity hypothesis:

Executive ownership: the percentage of capital owned by executive board members for 
each year. We calculated the percentage represented by the number of direct and indi-
rect shares held by each executive board member (ExecutiveOwnership). 

Concentration of capital: the percentage of capital in each year held by blockholders who 
own 5% or more of the ownership, considering both direct and indirect shares (14) (Own-
ershipConcentration).

Level of indebtedness: the variable used was the total debt ratio divided by total volume 
of assets (Debt).

Separation between Chairman and CEO: a dummy variable with a value of 1 when the 
roles of Chairman and CEO are held by two different people and zero when they are one 
and the same person (Leadership).

Size of the fi rm: the logarithm of the volume of assets on each period analysed (Firm-
Size).

Diversifi cation: number of business segments in which the fi rm operates. We used a 
dummy variable, which has a value of 1 when the fi rm operates in more than one seg-
ment and a value of zero otherwise. The classifi cation used for the defi nition of the sec-
tors was provided by CNAE 93 Rev.1 on a two-digit level (Diversifi cation).

Age of the fi rm: the logarithm of the number of years since the fi rm was established as of 
31 December on each of the analysed years (FirmAge).

Control variables: dummies to identify the different industrial sectors in the sample are 
included in the regressions (15). A series of variables were also included to refl ect time-

(14) Blockholders are defi ned as holding 5% or more of the stock capital. Although RD 1362/2007, of 19 October, es-
tablishes the fi rst threshold for informing of signifi cant shareholdings at 3% instead of the previous 5%, the 5% limit was 
maintained here to ensure that the variable was homogeneous.
(15) Table 2 shows the sectoral distribution of the fi rms in the sample.
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related effects, as the tests showed that these dummies are signifi cant and therefore 
form part of the model.

3.2.3. Descriptive statistics

This section presents the main characteristics of the sample. Concerning board struc-
ture, Table 3 shows board characteristics of the Spanish fi rms analysed. We can observe 
that he mean board size is made up of 9.93 members, similar to data showed by Mínguez 
and Martín (2003) for the Spanish market (9.88). With regard to board composition, mean 
percentage of affi liated members (43.96%) is considerably higher to other categories. 
This great presence of affi liated members is in keeping with the high level of ownership 
concentration in Spanish fi rms (61.21%) (table 4). Likewise, the presence of independent 
members (28.93%) is greater than insiders (22.60%).

TABLE 3
DESCRIPTIVE STATISTICS OF BOARD'S VARIABLES (N = 171, T = 5)

Variable Defi nition Mean Median Standard 
Deviation Minimum Maximum Number of 

Observations
Board Size Number of board's 

members
9.93 9.00 4.27 3.00 24.00 765

Insiders % insiders 22.60 20.00 17.86 0.00 100.00 765
Outsiders % outsiders 77.40 80.00 17.86 0.00 100.00 765
-Affi liated % affi liated 43.96 42.86 25.49 0.00 100.00 764
-Independents % independents 28.93 28.57 20.84 0.00 88.90 764
-Other outsiders % other outsiders 4.51 0.00 9.96 0.00 71.43 764

Regarding the leadership structure, Table 4 shows that 49% of the fi rms present the 
roles of Chairman and CEO separated. This percentage indicates that there isn't a clear 
trend between Spanish fi rms, because half the sample choose an opposite leadership 
structure. This contrasts with other research carried out in the North-American context, 
where the percentage of fi rms whose CEO is also the Chairman is higher. For example, in 
Boone et al. (2007), Linck et al. (2008), Wintoki et al. (2011) or Yang et al. (2004), among 
others, the CEO is also the Chairman in the 60% of the cases, and in Faleye (2007) the 
CEO and the Chairman are the same person in 78% of the companies analysed. Tables 4 
and 5 present descriptive statistics for explanatory variables and the correlation matrix 
respectively.

In relation to ownership structure, it should be noted the high degree of ownership con-
centration (61.21%). However, the characteristics of the ownership structure of the fi rms 
analysed are consistent with other studies on Spanish companies such as Pindado and 
De la Torre (2006). In their sample, these authors note that, on average, signifi cant Span-
ish shareholders own more than 60% of the fi rms' capital, which is to be expected in a 
governance system with concentrated ownership such as the Spanish one. Additionally, 
the shares owned by insiders are only 17% on average (in our sample are 11.44%), which 
indicates that there is indeed a separation between ownership and control and, conse-
quently, that agency arguments apply in the Spanish corporate governance system.
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TABLE 4
DESCRIPTIVE STATISTICS OF EXPLANATORY VARIABLES (N = 171 T = 5)

Variable Mean Median Standard 
Deviation Minimum Maximum Number of 

Observations
ExecutiveOwnership 11.44 0.17 21.62 0.00 98.48 755
OwnershipConcentration 61.21 62.3 24.68 0.00 100.00 792
Debt 0.45 0.46 0.27 0.00 2.44 837
Leadership 0.49 0.00 0.50 0.00 1.00 764
FirmSize 12.52 12.48 2.10 6.32 18.30 837
Diversifi cation 0.31 0.00 0.46 0.00 1.00 853
FirmAge 3.49 3.62 0.85 -2.41 4.75 848

TABLE 5
MATRIX OF CORRELATIONS (N = 171 T = 5)

Executive 
Ownership

Ownership 
Concentration Debt Leadership FirmSize Diversifi cation FirmAge

Executive 
Ownership 1

Ownership 
Concentration 0.262** 1

Debt 0.027 0.059 1
Leadership -0.161** 0.156** -0.084* 1
FirmSize -0.176** -0.162** 0.358** -0.231** 1
Diversifi cation -0.063 -0.149** -0.191** 0.075* -0.081* 1
FirmAge -0.101** -0.150** 0.139** -0.082* 0.140** 0.007 1

Note: * indicate statistical signifi cance at 5 percent level; ** indicate statistical signifi cance at 1 percent level.

3.3. METHODOLOGY 

The methodology used to test the hypotheses is panel data which makes it possible to 
take into account the unobservable heterogeneity that exist between fi rms by splitting 
the error term in three components(16). Besides, panel data increase the number of obser-
vations, the degrees of freedom and for that, the results' consistency. 

To test our two hypotheses, we defi ned two regressions for each of the two dependent 
variables. The proxies of the study hypotheses are included as explanatory variables. 
The model is shown in the following regressions:

BoardSizei,t = a + ß1 ExecutiveOwnershipit + ß2 OwnershipConcentrationit + ß3 Debtit + 
ß4 Leadershipit + ß5 FirmSizeit + ß6 Diversifi cationit + ß7 FirmAgeit +

∑
7
i=1 δiDummyIndustry + ∑

4
i=1 γiDummyYear + ηi + λt + νit

(1)

(16) Uit = ηi + λt + νt where ηi represents the individual specifi c term of the error related to the fi rm i (unobservable hetero-
geneity) which collects the unobservable effects that have only effect on fi rm i. λt represents the shocks at the period t that 
infl uence on all the fi rms; and νt is a random disturbance. (García-Ramos and García-Olalla, 2011).
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Independentsi,t = a + ß1 ExecutiveOwnershipit + ß2 OwnershipConcentrationit + ß3 Debtit + 
ß4 Leadershipit + ß5 FirmSizeit + ß6 Diversifi cationit + ß7 FirmAgeit +

∑
7
i=1 δiDummyIndustry + ∑

4
i=1 γiDummyYear + ηi + λt + νit

(2)

We set out in fi rst place a pooled OLS model, a random model and a fi xed effect model 
and we carried out different tests to check the suitability of each model. On one hand, 
we compared the results of pooled OLS versus random effect model through the Breusch 
and Pagan Lagrangian multiplier test for random effects. This test showed us the pref-
erence of using random effects instead of the pooled regression. On the other hand, we 
estimated a fi xed effect model and the F test of fi xed effects signifi cance showed us the 
preference of using fi xed effects instead of the pooled regression. Finally, we used the 
Hausman specifi cation test that allowed us to compare random and fi xed effects models 
and from this test we chose the use of fi xed effects.

However, other necessary tests were also performed to detect possible model specifi ca-
tion problems for each of the two dependent variables. First, we applied the Wooldridge 
test for autocorrelation in panel data to detect possible autocorrelation of the models, 
and it was confi rmed. The Modifi ed Wald Heteroscedasticity test for groupwise heter-
oskedasticity also confi rmed the existence of this problem in the models. In order to solve 
all these problems, fi nally, we decided to use Feasible Generalized Least Squares (FGLS) 
estimators, which considerably improved the results.

4. EMPIRICAL RESULTS 

4.1. DETERMINANTS OF BOARD SIZE

In order to analyse the direct impact of each explanatory variable on the size and com-
position of boards, we decided to include them separately. We then included all the vari-
ables related to each of the two hypotheses. 

Table 6 shows the impact of the factors related to the monitoring hypothesis on the size 
of boards of directors. We see that all the proxies related to the need for control (except 
the dummy leadership structure in model 4) are signifi cant. However, the two ownership 
structure variables do not show the expected results.

TABLE 6
BOARD SIZE (LN)

Variable Model 1 Model 2 Model 3 Model 4 Model 5

(constant) 1.939 *** 2.040 *** 1.900 *** 1.934 *** 2.036 ***

ExecutiveOwnership -0.001 ** -0.003 ***

OwnershipConcentration -0.003 *** -0.004 ***

Debt 0.133 *** 0.333 ***

Leadership -0.013 -0.056 ***

FirmSize
Diversifi cation

(Continúa pág. sig.)
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FirmAge
Industry dummies Yes *** Yes *** Yes *** Yes *** Yes ***

Year dummies Yes Yes Yes Yes Yes 
Wald Chi 2 252.00 (12) 405.46 (12) 360.28 (12) 274.41 (12) 1119.90 (15)
Prob > chi 2 0.0000 0.0000 0.0000 0.0000 0.0000
R 2 0.1159 0.1833 0.1376 0.1058 0.2706
Number of Observations 753 755 762 763 752

Note: *** indicate statistical signifi cance at the 1 percent level; ** indicate statistical signifi cance at the 5 percent level; 

* indicate statistical signifi cance at the 10 percent level.

For industry dummies and year dummies the word «Yes» indicates that these dummies have been included in each model . The joint 

signifi cance level (as a result of a Wald test) for industry dummies and year dummies is shown in each model with ***, ** or * next to 

«Yes». In the models where year dummies are not signifi cant, we have estimated alternative models without these year dummies 

and the conclusions are consistent with the results shown in the table.

Wald test shows the joint signifi cance of the reported coeffi cients, asymptotically distributed as Chi 2 under the null hypothesis of 

no relationship.

On the other hand, with regards to the variables related to the complexity hypothesis 
(models 6 to 9), Table 7 shows that the organisation's size is a relevant variable and its 
coeffi cient is positive and signifi cant, showing that the larger the fi rm, the larger the 
board. Also, a fi rm's degree of diversifi cation appears to be a relevant factor for board 
size (model 9).

TABLE 7
BOARD SIZE (LN)

Variable Model 6 Model 7 Model 8 Model 9 Model 10

(constant) 0.357 *** 1.926 *** 1.599 *** 0.355 *** 0.357 ***

ExecutiveOwnership -0.001 ***

OwnershipConcentration -0.002 ***

Debt -0.037
Leadership 0.020 *

FirmSize 0.138 *** 0.138 *** 0.144 ***

Diversifi cation 0.012 0.027 ** 0.021 *

FirmAge 0.081 *** -0.001 -0.001
Industry dummies Yes *** Yes *** Yes *** Yes *** Yes ***

Year dummies Yes *** Yes Yes Yes *** Yes 
Wald Chi 2 1,348.83 (12) 440.93 (12) 425.95 (12) 1,492.22 (14) 1,643.67 (18)
Prob > chi 2 0.0000 0.0000 0.0000 0.0000 0.0000
R 2 0.4966 0.1177 0.1216 0.4945 0.5145
Number of Observations 762 764 760 759 752

Note: *** indicate statistical signifi cance at the 1 percent level; ** indicate statistical signifi cance at the 5 percent level;
* indicate statistical signifi cance at the 10 percent level.

For industry dummies and year dummies the word «Yes» indicates that these dummies have been included in each model . The 

joint signifi cance level (as a result of a Wald test) for industry dummies and year dummies is shown in each model with ***, ** or * next 

to «Yes». In the models where year dummies are not signifi cant, we have estimated alternative models without these year dummies 

and the conclusions are consistent with the results shown in the table.

Wald test shows the joint signifi cance of the reported coeffi cients, asymptotically distributed as Chi 2 under the null hypothesis of 

no relationship.

TABLE 6 (CONT.)
BOARD SIZE (LN)
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If we analyse the two study hypotheses together (model 10), we fi nd that all the variables 
are signifi cant except the age of the fi rm and the debt. The size and the diversifi cation 
of the fi rm continue to show a positive and signifi cant relationship with board size, sup-
porting the complexity hypothesis. This is consistent with the evidence found by Boone 
et al. (2007), Boyd (1990), Coles et al. (2008), Denis and Sarin (1999) and Lehn et al. 
(2009), among others, who detect a positive relation between fi rm size and board size, 
while Linck et al. (2008) fi nd a positive relationship between the number of business seg-
ments and board size. Concerning fi rm's age, we can observe that the coeffi cient of the 
age of the fi rm loses its signifi cance when this variable is included in the model together 
with the others factors, which can be due to the correlation between this variable and 
fi rm size. 

Regarding the supervision hypothesis proxies, both ownership concentration and 
managerial ownership are negative and signifi cant. The negative relation between 
ownership concentration and board size could be because a shareholder who increas-
es his proportion of ownership simultaneously acquires more power. This could gen-
erate confl icts of interest between the majority shareholder and others with minority 
holdings (Kim et al., 2007) or as Maury (2006) indicates «the prevalence of controlling 
shareholders gives rise to another agency confl ict between controlling shareholders 
and outside shareholders». On these occasions, therefore, the board may have to act as 
a control mechanism, not between shareholders and managers but between the share-
holders themselves, thus adopting a smaller structure to enable greater effi ciency in 
the monitoring function. As Biswas and Bhuiyan (2008) suggest, agency problems can 
arise between shareholders and managers, majority and minority shareholders and 
shareholders and creditors.

Another explanation of the negative relationship between ownership concentration and 
board size, however, is provided by Denis and Denis (1994). They suggest that majority 
shareholders value «unilateral control», for which they prefer smaller boards, which 
area is easier to dominate. Likewise, Baglioni and Colombo (2009) point out that major 
shareholders may be interested in a board structure that provides them with control 
over fi rms, in order to obtain private profi ts, for which smaller boards are preferred. 
This argument fi ts better, however, with the Entrenchment Theory than with the Agency 
Theory. Similarly, the negative sign of managerial ownership could be explained by the 
Entrenchment Theory because a higher degree of managerial ownership concentration 
can generate an entrenchment effect in the fi rm (Lozano et al., 2005). In this sense, 
managers always prefer small boards in order to pursuing their own interests as Denis 
and Sarin (1999) and Yang et al. (2004) indicate. Likewise, as Florackis and Ozkan (2009) 
suggest, it is possible that managers have different objectives than outside investors and 
act in their own best interests when opportunities arise, usually at the expense of outside 
investors.

Finally, the coeffi cient related to the separation of the fi gures of Chairman and CEO is 
positive and signifi cant, implying that it acts as a control mechanism in itself, in which 
case the board can be larger.
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4.2. DETERMINANTS OF BOARD COMPOSITION 

Table 8 shows the results of the monitoring hypothesis variables when the dependent 
variable is the percentage of independents. We see that the coeffi cients of the four vari-
ables are negative, showing that when there are other control mechanisms, the board's 
monitoring function is not as necessary, so fewer independents are required. Moreover, 
the only variable that is not signifi cant is the managerial ownership.

TABLE 8
INDEPENDENTS (%)

Variable Model 11 Model 12 Model 13 Model 14 Model 15

(constant) 21.087 *** 30.841 *** 20.981 *** 23.245 *** 33.318 ***

ExecutiveOwnership -0.018 -0.009 
OwnershipConcentration -0.230 *** -0.247 ***

Debt -4.480 *** -3.381 **
Leadership -3.386 *** -2.452 ***

FirmSize
Diversifi cation
FirmAge
Industry dummies Yes *** Yes *** Yes *** Yes *** Yes ***

Year dummies Yes * Yes ** Yes ** Yes ** Yes **

Wald Chi 2 71.12 (12) 215.98 (12) 89.92 (12) 120.80 (12) 263.67 (15)
Prob > chi 2 0.0000 0.0000 0.0000 0.0000 0.0000
R 2 0.0275 0.1819 0.0330 0.0320 0.1891
Number of Observations 753 755 762 762 752

Note: *** indicate statistical signifi cance at the 1 percent level; ** indicate statistical signifi cance at the 5 percent level; 

and * indicate statistical signifi cance at the 10 percent level.

For industry dummies and year dummies the word «Yes» indicates that these dummies have been included in each model . The 

joint signifi cance level (as a result of a Wald test) for industry dummies and year dummies is shown in each model with ***, ** or * 

next to «Yes». 

Wald test shows the joint signifi cance of the reported coeffi cients, asymptotically distributed as Chi 2 under the null hypothesis of 

no relationship.

On the other hand, Table 9 shows the effects of the proxies related to the complexity hy-
pothesis in the regression referring to the percentage of independents.

The coeffi cients of fi rm size and the diversifi cation variable are positive and signifi cant, 
confi rming the complexity hypothesis. This means that, as a fi rm grows and operates in 
more segments (becoming more complex), its needs for advice also grow, so the board 
includes more independents. On the other hand, the variable fi rm age shows a sign 
negative, indicating that mature fi rms incorporate fewer independents in their boards. 
This evidence therefore shows that independents are particularly important in younger 
fi rms. As we mentioned earlier, organisations may be more complex in younger fi rms, 
and they therefore need a larger proportion of independent board members with prior 
experience, know-how and so on, making a valuable contribution to the fi rm's begin-
nings.
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TABLE 9
INDEPENDENTS (%)

Variable Model 16 Model 17 Model 18 Model 19 Model 20
(constant) 2.780 18.085 *** 33.597 *** 12.089 ** 23.778 ***

ExecutiveOwnership 0.003

OwnershipConcentration -0.199 ***

Debt -6.487 ***

Leadership -2.992 ***

FirmSize 1.543 *** 1.513 *** 1.539 ***

Diversifi cation 3.725 *** 2.800 *** 2.777 ***

FirmAge -2.678 *** -2.919 *** -2.822 ***

Industry dummies Yes *** Yes *** Yes *** Yes *** Yes **

Year dummies Yes *** Yes * Yes *** Yes *** Yes **

Wald Chi 2 95.74 (12) 75.90 (12) 83.30 (12) 151.36 (14) 259.48 (18)

Prob > chi 2 0.0000 0.0000 0.0000 0.0000 0.0000

R 2 0.0384 0.0472 0.0265 0.0654 0. 2060

Number of Observations 762 763 760 759 752

Note: *** indicate statistical signifi cance at the 1 percent level; ** indicate statistical signifi cance at the 5 percent level; 
* indicate statistical signifi cance at the 10 percent level.

For industry dummies and year dummies the word «Yes» indicates that these dummies have been included in each model . The 

joint signifi cance level (as a result of a Wald test) for industry dummies and year dummies is shown in each model with ***, ** or * 

next to «Yes». 

Wald test shows the joint signifi cance of the reported coeffi cients, asymptotically distributed as Chi 2 under the null hypothesis of 

no relationship.

Finally, model 20 presents the results of the regression when considering the variables 
of both hypotheses. All the variables are signifi cant and the signs are as expected, ex-
cept for the managerial ownership which is no signifi cant. This model shows that, as a 
fi rm becomes more complex —larger fi rms, more diversifi ed and younger— it has more 
advisory requirements and therefore needs more independents on the board. This is 
consistent with the results found in Baysinger and Hoskisson (1990), Boone et al. (2007), 
Chizema and Kim (2010), Coles et al. (2008) and so on, that show a positive relation be-
tween the size and diversifi cation of the fi rm and the independents.

On the other hand, as there are other control mechanisms, it has less need for the board 
to act in a supervisory capacity, so fewer independents are required. These results are 
in line with those obtained by Li (1994) and Rediker and Seth (1995), who fi nds a nega-
tive relationship between ownership concentration and the percentage of outsiders on 
the board. Also, both Linck et al. (2008) and Mak and Li (2001), among others, confi rm a 
negative relationship between separation between the fi gures of Chairman and CEO and 
the proportion of outsiders on the board. Finally, the negative and signifi cant relation-
ship between debt and the proportion of independents fi t the results of Bathala and Rao 
(1995) who indicate that debt minimize agency costs and is an alternative control of the 
board.
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4.3. ROBUSTNESS CHECKS: CONSIDERATION OF ENDOGENEITY

4.3.1. Endogeneity problem and GMM estimator 

So far, we have explored the two board dimensions separately. However, there could also 
be a relationship between the two dependent variables, with board size affecting board 
composition and vice versa. We now consider the problem of their endogeneity. 

There are several alternative ways of doing this such as, for example, 2SLS (Two-Stage 
Least Squares) or 3SLS (Three-Stage Least Squares) models. However, authors such as 
Wintoki et al. (2011) consider that although this specifi c instrumental variables models 
potentially eliminate endogeneity, they require the identifi cation of strictly exogenous 
instrumental variables, which is not easy in the context of corporate governance and 
therefore advocate the use of a GMM estimator (Generalized Method of Moments), consid-
ering that this estimator treats all endogeneity in the models by dealing with the various 
existing sources of endogeneity: unobservable heterogeneity, simultaneity and dynamic 
endogeneity.

The use of a GMM estimated model is therefore advantageous as this method mitigates 
the main sources of endogeneity that arise when estimating the relationship in the area 
of corporate governance. On one hand, the GMM method includes differentiated vari-
ables, thus controlling for unobserved heterogeneity and eliminating the potential bias 
of omitted variables. On the other, using the company's past as a tool for the present 
controls the simultaneity and reverse causality. Furthermore, this estimation allows all 
explanatory variables to be treated as endogenous.

The following section presents the results of the GMM estimated models, with the objec-
tive of analyzing whether there is any relationship between the size and composition of 
the boards.

4.3.2. Results GMM estimation 

A model estimated by GMM is shown in Table 10. With respect to the regression on the 
size of the board, it appears that the concentration of ownership maintains its negative 
and signifi cant relationship to the number of directors while the size of the organization 
maintains its positive effect on the dependent variable. In this occasion, the diversifi cation 
of the company exercises a negative effect on the size of the board. It should also be noted 
that the percentage of independent directors has no infl uence on the size of the board.

On the other hand, the regression run on the composition of the board shows that both 
the degree of ownership concentration and the ratio of debt continue to exert a signifi cant 
and negative effect on the percentage of independent board members. The relationship 
between the age of the company and the presence of independent board members also 
remains negative and signifi cant. Finally, a signifi cant and positive relationship between 
board size and the percentage of independent board members is found, which indicates a 
close relationship exists between the size and the make-up of the board. Furthermore it 
should also be noted that an alternative regression model was run on the composition of 
the board, in which the size of the board was excluded as an explanatory variable. In this 
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case the size of the company can be shown to have a signifi cant and positive effect on the 

percentage of independent directors, which would indicate that in the model presented 

in Table 10, the size of the board is picking up the company size effect on the presence of 

independent board members.

TABLE 10

GMM

BoardSize Independents

Variable Coeffi cient Coeffi cient
constant 0.556 * -4.295
ExecutiveOwnership -0.002 0.026
OwnershipConcentration -0.004 ** -0.178 *

Debt -0.132 -12.561 **

Leadership -0.071 0.071
FirmSize 0.157 *** 2.241
Diversifi cation -0.146 ** 6.694
FirmAge -0.031 -4.322 **

Independents 0.003 —
BoardSize — 13.197 **

 Wald Chi 2 (p-value) explanatory variables 41.53 (0.000) 45.95 (0.000)
Wald Chi 2 (p-value) control variables 20.42 (0.060) 15.28 (0.054)
AR (1) (p-value) -1.62 (0.106) -1.94 (0.053)
AR (2) (p-value) -1.51 (0.131) -0.32 (0.751)
Hansen test (p-value) 57.13 (0.396) 54.39 (0.498)
Number of Observations 753 753

*** indicate statistical signifi cance at the 1 percent level; ** indicate statistical signifi cance at the 5 percent level; 
* indicate statistical signifi cance at the 10 percent level.
The models also include dummy variables for each one of the years of analysis and dummy variables representing industry sec-
tors. 
The results of the generalized method of moments estimation coincide with the two-stage estimation and are robust, inasmuch 
as the two-stage estimation provides robust estimators for autocorrelation and heteroskedasticity, as pointed out by Andrés and 
Rodríguez (2009). Furthermore, the Windmeijer correction has also been entered in the GMM estimation.
AR (1) and AR (2) are the tests used to verify the existence of serial correlation of fi rst and second order. The null hypothesis indicates 
no serial correlation. As is to be expected for the generalized method of moments estimation - the existence of fi rst-order correlation 
was found, but not of second-order. The table shows the mentioned p-values in parentheses. The Hansen test checks whether the 
restrictions on the overidentifi cation of the model are correct or not. A p-value greater than 0.10 indicates that the null hypothesis 
cannot be rejected and therefore the overidentifying restrictions are valid. Along these lines, Roodman (2009) recomends a p-value 
for Hansen statistic between 0.1 and 0.25. The Hansen test is used as a measure of goodness of fi t since it is robust for two-stage 
estimations and when there are a reduced number of instruments (in this case the number of instruments is 75). Besides, the panel 
used is not large enough for the Sargan test to be robust.

5.  THE IMPORTANCE OF CONTROL AND ADVISORY FUNCTIONS 
FOR BOARD STRUCTURE 

The results obtained from the regressions show that fi rm complexity has a positive im-

pact on board size and the relative weight of independent members. On the other hand, 

independent participation also increases when the need for the board to act as a control 

mechanism is greater, but fi rms do not reduce the size of their boards, as suggested in 

the hypotheses, but actually appear to enlarge them. In the aggregate, therefore, board 

confi guration with regards to size and independence is positively affected by the com-
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plexity of the decisions to be made and the need to solve possible agency problems be-
tween shareholders and managers.

This section presents some additional tests to measure the relative importance of the 
complexity and control hypothesis for board confi guration in Spanish fi rms trading on 
the Stock Exchange. The sample has been divided according to two variables, which are 
intended to represent fi rm complexity and the need for board control over management 
(or the possible existence of agency problems between shareholders and managers). Firm 
size has been used as a measure of complexity, as it is the variable that best performs in 
the estimated models, with «complex» fi rms defi ned as those found in the upper third 
when the sample is ordered according to the variable, and with «simple» fi rms defi ned 
as those which belong to the lower third.

The percentage of ownership represented by blockholders has been used to represent 
control requirements, considering that ownership structure is a fundamental control 
mechanism in Spain. Firms are «in more need of control» if they are found in the lower 
third when the sample is ordered according to this variable (fi rms with less ownership 
concentration), and fi rms are classifi ed as «in less need of control» if they are found in 
the upper third (high ownership concentration) (17).

TABLE 11
BOARD SIZE AND BOARD COMPOSITION ACCORDING TO THE NEED FOR CONTROL

Panel A: Data in absolute values (mean values)
More need for control
(dispersed ownership)

Less need for control 
(ownership concentration)

t-statistic

Board size (number of members) 10,6 8,5 5,67 ***

Insiders (number) 2,0 1,8 1,33
Outsiders (number) 8,6 6,7 5,41 ***

Affi liated members (number) 4,2 4,6 -1,23
Independent members (number) 3,9 1,8 10,23 ***

Panel B: Data as percentage of total board members (mean values)
Insiders (%) 19,8% 26,6% -3,96 ***

Outsiders (%) 80,2% 73,4% 3,96 ***

Affi liated members (%) 38,0% 48,7% -4,51 ***

Independent members (%) 36,5% 20,9% 8,50 ***

Note: *** Indicate statistical signifi cance at the 1 percent level. Table 11 shown the mean values of board size and board com-
position in each group. For this analysis we have use parametric tests. However, repeating the analysis shown in Table 11 using 
nonparametric tests and median values gave the same results.

(17) Although the use of these, and not other, variables is open to criticism, we believe that they are a reasonable approxi-
mation of the characteristics to be measured based on different tests and classifi cations.
Some tests were also performed to generate two factors representative of each of the study hypotheses (complexity and 
control requirements) to group together all the explanatory variables included in the regressions. The tests performed to 
verify the goodness of the factorial analysis, however, showed that their use was not appropriate for the variables used. In 
this respect, for all the variables, the KMO (Kaiser-Meyer-Olkin) statistic, which measures the proportion of variance in the 
variables that is common variance, is 0.526. Following Vicente and Manera (2003), the optimal value should be close to 1 
(0.8 to 0.9 are classifi ed as very good) whereas a value of less than 0.5 is not acceptable. The value of the correlation matrix 
determinant is 0.540, where optimal values are lower and close to zero (values close to zero show that variables are highly 
correlated, so a factorial analysis would be appropriate). Finally, we also observed the values of the anti-image matrix diago-
nal. Recommendable values are close to 1, with the rest close to 0. In our case, the diagonal values range from 0.4 to 0.7. We 
can therefore see that a factorial analysis is not the mot appropriate technique for the variables used in the study.
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As shown on Table 11, fi rms with more need for control, with a less concentrated capi-
tal structure, have larger boards than fi rms with less need for control, contrary to the 
hypothesis and as shown by the regressions (the variable measuring ownership con-
centration was negative and signifi cant). On average, fi rms with more control require-
ments have two more board members and there is a signifi cant change in the pro-
portion of insiders (who decrease) versus outsiders (who increase). We can, however, 
reach further conclusions from the information on Table 11. The additional seats on 
the board are taken by outsiders, specifi cally two independent members. Together with 
a change in the proportion of affi liated and independents members, this signifi cantly 
increases the percentage of the latter. On average, they represent 36.5% in fi rms with 
more need for control, more than the 21% found in fi rms with less need for control and 
also more than the 33% recommended in the Spanish Corporate Governance Code (Uni-
fi ed Code) (18). Although the relative proportion of executive members falls signifi cant-
ly in fi rms with more need for control, there is no change in absolute terms (on aver-
age, two executive members in both fi rm categories). It is also necessary to point out 
that the results shown in Table 11 are sustained when nonparametric tests are run.
On the other hand, there have also been tests run using executive director's equity own-
ership of the as a segmentation variable in order to detect if there is any entrenchment 
effect on behalf of those directors. The results (not included in the text) indicate that 
there is some entrenchment effect by executive directors so that as the equity in hands of 
the executive directors increases there is a tendency to form smaller boards with fewer 
external members in which, perhaps, they may exert greater infl uence more easily. How-
ever, these results could also indicate that executive equity ownership is an alternative 
control mechanism to the board since as executive director's equity increases, the pres-
ence of independent directors diminished.

TABLE 12
BOARD SIZE AND BOARD COMPOSITION IN COMPLEX FIRMS AND SIMPLE FIRMS

Panel A: Data in absolute values (mean values)
Complex fi rms Simple fi rms t-statistic

Board size (number of members) 13.6 6.5 -24.36 ***

Insiders (number) 2.4 1.7 -5.37 ***

Outsiders (number) 11.2 4.8 -22.25 ***

Affi liated members (number) 6.5 2.7 -13.46 ***

Independents members (number) 4.2 1.8 -12.40 ***

Panel B: Data as percentage of total board members (mean values)
Insiders (%) 18.3% 30.0% 6.94 ***

Outsiders (%) 81.7% 70.0% -6.94 ***

Affi liated members (%) 46.6% 39.5% -3.08 ***

Independent members (%) 31.5% 25.9% -3.00 ***

Note: *** Indicate statistical signifi cance at the 1 percent level. Table 12 shown the mean values of board size and board composition 
in each group. For this analysis we have use parametric tests. However, repeating the analysis shown in table 12 using nonparamet-
ric tests and median values gave the same results.

(18) This evidence is also in line with study hypothesis 1.
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With regards to the second variable used, as shown by Table 12, more complex fi rms 
have signifi cantly larger boards that simple fi rms, and there is also a change in the 
proportion of all categories of board members. In complex fi rms, the proportion of 
executive members is relatively smaller, with outsiders increasing in presence, both 
affi liated and independents. These results are also consistent with the regressions, 
which showed that as fi rm complexity grows, so does board size and the percentage 
of independent members. 

It is also revealed that fi rm complexity affects board size much more than need for 
control. On average, fi rms classifi ed as «complex» have seven more board members, 
going from an average of 6.5 in simple fi rms to 13.6 in complex fi rms. The seven ad-
ditional seats on the board are taken, approximately, by one insider, four affi liated and 
two independents. Once again it should be noted that the results shown in Table 12 are 
sustained when non-parametric tests are run.

It could therefore be concluded that, in fi rms with more need for control, the propor-
tion of independents increases as the result of the creation of two new seats on the 
board taken exclusively by independents. In complex fi rms, however, it increases as 
a result of creation seven new seats of the board, taken by all categories of board 
members.

On the other hand, the growth in the relative proportion of independents is much 
greater when we go from fi rms with little need for control to fi rms with more need 
for control (from 21% to 37%), than when we go from simple to complex fi rms (from 
26% to 32%). Board size, however, depends more on complexity (with an average of 
6.5 members in simple fi rms and 13.6 in complex fi rms) than on the need for control 
(8.5 members in fi rms with less need for control and 10.6 when the need for control is 
greater).

When we consider all the established group division criteria, we obtain four catego-
ries or groups (Table 13). Group 1 comprises complex fi rms with more need for con-
trol, group 2 represents complex fi rms with less need for control, group 3 comprises 
simple fi rms with more need for control and group 4 represents simple fi rms with less 
need for control.

TABLE 13
CLASSIFICATION OF SAMPLE FIRMS ACCORDING TO BOTH COMPLEXITY AND NEED FOR CONTROL

More need for control Less need for control

Complex fi rms Group 1 (n = 75) Group 2 (n = 62)

Simple fi rms Group 3 (n = 75) Group 4 (n = 105)

Table 14 shows the mean fi gures regarding board size (number of board members) and 
composition (insiders and outsiders and, among the latter, affi liated and independent) for 
the fi rms in each group. The composition information is provided in both absolute terms 
and as a percentage of total board members.
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TABLE 14
BOARD SIZE AND COMPOSITION ACCORDING TO BOTH COMPLEXITY AND NEED FOR CONTROL

More need for control Less need for control 

Complex 
firms 

Board size: 
14.5  

(group 1) Outsiders:12.3 
(84.4%) 

Affiliated: 5,5 
(37.6%) 

Independents: 6,2 
(43.3%) 

Insiders: 2.2 
(15.6%) 

Board size: 
13.3  

(group 2) Outsiders: 11.0 
(81.6%) 

Affiliated: 7.8 
(56.3%) 

Independents: 2.9 
(22.5%) 

Insiders: 2.3 
(18.4%) 

Board size: 
7.9  

(group 3) Outsiders:6.0 
(74.9%) 

Affiliated: 3,3 
(41.2%) 

Independents: 2,2 
(28.8%) 

Insiders: 1.9 
(25.1%) 

Board size: 
5.5  

(group 4) Outsiders: 4.0 
(65.0%) 

Affiliated: 2.5 
(41.3%) 

Independents+
members: 1.2 

(19.8%) 

Insiders: 1.6 
(35.0%) 

Simple
firms 

Note: This table shows the mean fi gures regarding board size (number of board members) and composition (insiders and outsid-
ers and, among the latter, affi liated and independent) for the fi rms in each group. The composition information is provided in both 
absolute terms and as a percentage of total board members. The percentage of each category is shown in brackets.

As we can see, more complex fi rms with more need for control have the largest boards 
(14.5 members) and the greater percentage of independents (43.3%). On the opposite end 
we have simple fi rms with less need for control (5.5 members and 19.8% independents). 
With regards to executive board members, although there are important variations be-
tween the different groups (relative weights), this is largely due to differences in board 
size, as the number of executive members is quite stable in all categories. 

Table 15 shows the results of the mean difference tests performed to verify the statistical 
signifi cance found in board size and composition (in percentage terms) between these 
categories.

Table 15 shown the mean values of board size and board composition in each group. For 
this analysis we have use parametric tests. However, repeating the analysis shown in 
table 15 using nonparametric tests and median values gave the same results.

With regards to independence, in an attempt to discover whether the effect of each of 
the two dimensions (complexity and need for control) is maintained when we control 
by the other, the results of the tests performed show that, in both complex and simple 
fi rms, going from «fi rms with little need for control» to «fi rms with considerable need 
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for control» involves an increase in the relative weight of independents. Keeping the level 
of need for control, increased complexity leads to a signifi cant increase in the percentage 
of independent members only in fi rms with more need of control (signifi cant differences 
in this variable between groups 1 and 3). In fi rms with less need for control, differences 
in organizational complexity lead to a signifi cant increase in the percentage of outsiders 
but not in the percentage of independent members.

With regards to board size, the effect of complexity is maintained when the needs for 
control remain stable (signifi cant differences in board size between groups 1 and 3 and 2 
and 4). Note that the differences in these groups are around 6 and 8 members. The effect 
of need for control on board size, however, is more signifi cant in simple fi rms (groups 3 
and 4, with a difference of two members) than in complex organisations (groups 1 and 2 
with a difference of one member).

It can be concluded, then, that the results obtained when individually considering the 
variables (fi rm complexity and need for control) are maintained when they a crossed 
over. They reinforce the idea that board size in Spanish fi rms depends more on fi rm 
complexity than on the need for control. The opposite is true of board independence, with 
the greatest variations depending on the need for control. In other words, the greatest 
differences in board size are found between the two rows, while they are found between 
columns with regards to board independence. 

TABLE 15
ANALYSIS OF DIFFERENCES IN BOARD SIZE AND COMPOSITION OF FIRMS ACCORDING 

TO BOTH COMPLEXITY AND NEED FOR CONTROL

More need for control Less need for control Difference test
Panel A: Board size

Complex fi rms 14,5 (group 1) 13,3 (group 2) 1,92*

Simple fi rms 7,9 (group 3) 5,5 (group 4) 6,54***

Difference test -14,47*** -13,6***

Panel B: Relative weight of outsiders

Complex fi rms 84,4% (group 1) 81,6% (group 2) 1,65*

Simple fi rms 74,9% (group 3) 65,0% (group 4) 2,82***

Difference test -4,11*** -5,33***

Panel C: Relative weight of affi liated members

Complex fi rms 37,6% (group 1) 56,3% (group 2) -5,67***

Simple fi rms 41,1% (group 3) 41,3% (group 4) -0,03

Difference test 0,89 -3,67***

Panel D: Relative weight of independent members

Complex fi rms 43,31% (group 1) 22,5% (group 2) 8,29***

Simple fi rms 28,8% (group 3) 19,8% (group 4) 2,49**

Difference test -4,01*** -1,01

Note: *, **, *** indicate statistical signifi cance at 10, 5 and 1 percent levels respectively.
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On the other hand, the importance of the control function among independent members 
is confi rmed when we compare groups 2 and 3. In group 2, the presence of independents 
is basically due to fi rm complexity, whereas in group 3 it is due to need for control. The 
mean difference test (not included in the table) shows that the relative weight of inde-
pendent members is signifi cantly greater in group 3 (28.8% versus 22.5% in group 2), 
confi rming that the primary function of independent board members is to protect the 
interests of minority shareholders.

6. CONCLUSIONS

In the academic fi eld, much of the empirical evidence available on corporate governance 
has focused on analysing the relationship between the board of directors' confi guration 
and business performance, in order to identify an optimal board structure. From an en-
dogeneity perspective, however, there does not appear to be a structure that is appropri-
ate for all organisations, as each fi rm adjusts the size and composition of its board to its 
own characteristics and those of the setting in which it operates.

In order to analyse the determinants of board size and composition, this study has con-
sidered the advisory and the monitoring function of boards. It argues that, as a fi rm 
grows in complexity, its advisory requirements increase, thus requiring larger boards 
with more independents. On the other hand, the board acts as a control mechanism. 
In this regard, if the alternative control mechanisms are weak, the board will have to 
enhance its role as a supervisory instrument, thus requiring smaller boards with more 
independents that provide a more effi cient monitoring function.

The hypotheses were tested with a sample of Spanish fi rms trading on the Stock Ex-
change during the 2004-2008 period. The results support the endogeneity approach, 
showing that the structure of the board of directors responds to a rational choice process, 
which considers the specifi c characteristics and requirements of each fi rm. As Andrés 
and Rodríguez (2009) indicate, the need for advice and the need for control are different 
across fi rms and depend on fi rm characteristics and the environment of the company.

We can conclude that when a greater advisory function is required, fi rms change both 
their board size (which grows) and its composition (with a larger proportion of independ-
ents). However, when more monitoring is needed they tend to alter the board's composi-
tion, including more independents but we don't observe that boards reduce their size 
in order to control and supervise more effi ciently. The opposite appears to be true; as 
control requirements increase, a larger proportion of independents go hand in hand with 
larger board size. 

Although the two hypotheses are relevant for explaining both board size and composition, 
the additional analyses show that in Spain, board size is more related to complexity than 
to needs for control, while the latter has a greater impact than advisory requirements 
on the proportion of independent board members. More specifi cally, the evidence shows 
that the presence of independent members on the boards of directors in Spain basically 
responds the objective of guaranteeing an adequate representation of the ownership 
structure of the company rather than in response to a specifi c need for counselling.
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Although a very important part of the cross-sectional variability in board confi guration 
is not explained by the models used, this study sheds some light on the factors that de-
termine board confi guration in Spain, highlighting the importance of variables such as 
fi rm size or ownership structure. Therefore, these conclusions may be useful for public 
agencies and expert committees that draw up recommendations for good governance of 
publically traded companies, since it may be that some of these recommendations (par-
ticularly those concerning the size and make-up of the boards) should be modifi ed on the 
basis of the characteristics listed above (fi rm size and ownership structure).

The study also has some limitations, including the short period analysed. It cannot be 
enlarged at this time, however, as Spanish companies have only had to present Annual 
Corporate Governance Reports since 2004. Likewise, there is therefore room for further 
research, including new variables and attempting to confi rm, according to the endog-
eneity approach, if there is or not some kind of relationship between board confi guration 
and business performance. Likewise, it could be interesting analyse in depth the role of 
independent members in Spain. The evidence found highlights the importance of includ-
ing independent members on Spanish boards, to play a role as supervisors rather than 
advisors. It could therefore be interesting to perform a detailed analysis of the process 
by which independents are chosen in Spain to discover whether, as the results indicate, 
their experience is not an important factor, as they are chosen basically because of their 
control capabilities and to counteract majority shareholders. 

Finally, it would be interesting to analize in what contexts and situations the executive 
directors play an essential role in organizations by broadening the information currently 
available. Along this line, authors like Raheja (2005), Boone et al. (2007) and Coles et al. 
(2008) argue that there is a positive relationship between the presence of executive di-
rectors and the degree of innovation and development of the company. It could therefore 
be of interest to determine whether, for the Spanish context, some relationship could be 
found between the degree of innovation of the company and its board structure. It would 
also be of interest detect other situations (besides the innovative capacity of the company) 
in which the executive director's presence proves valuable.

REFERENCES 

Adams, R.; Hermalin, B., and Weisbach, M. 2010. The Role of Boards of Directors in Corporate 
Governance: A Conceptual Framework and Survey. Journal of Economic Literature 48: 58-107.

Adams, R., and Mehran, H. 2005. Corporate performance, board structure and its determi-
nants in the banking industry, Working Paper, Federal Reserve Bank of New York. Available at 
http://papers.ssrn.com/Sol3/papers.cfm?abstract_id=302593 [looked up 24.th January 2011].

Agrawal, A., and Knoeber, R. 1996. Firm Performance and Mechanisms to Control Agency Prob-
lems between Managers and Shareholders. Journal of Financial and Quantitative Analysis 31 (3): 
377-397.

Andrés, P. de, and Rodríguez, J. A. 2009. Friendly or Controlling Boards?, Working Paper, FUN-
CAS (Fundación de las Cajas de Ahorros), n.º 438/2009. Available at http://www.funcas.es/
Publicaciones/InformacionArticulos/Publicaciones.asp?ID=1463 [looked up 17.th July 2011].



Isabel Acero Fraile y Nuria Alcalde Fradejas
The effect of the monitoring function and advisory function on board structure ARTÍCULOS DOCTRINALES 35

SPANISH JOURNAL OF FINANCE AND ACCOUNTING. Vol. XLI, n.º 153 · January-March 2012

Baglioni, A., and Colombo, L. 2009. The Effi ciency View of Corporate Boards: Evidence from 
Italian Listed Firms, Working Paper. Available at http://papers.ssrn.com/sol3/papers.cfm?
abstract_id=1341612 [looked up 24.th January 2011].

Bathala, Ch. T., and Rao, R. P. 1995. The Determinants of Board Composition: An Agency Theory 
Perspective. Managerial and Decision Economics 16: 59-69.

Baysinger, B., and Hoskisson, R. E. 1990. The Composition of Boards of Directors and Strategic 
Control: Effects on Corporate Strategy. The Academy of Management Review 15 (1): 72-87.

Beiner, S.; Drobetz, W.; Schmid, M., and Zimmermann, H. 2006. An integrated framework of cor-
porate governance and fi rm valuation. European Financial Management 12: 249-283.

Bhagat, S. and Black, B. 2001. The non-correlation between board independence and long term 
fi rm performance. Journal of Corporation Law 27: 231-274.

Biswas, P. K., and Bhuiyan, Md. H. 2008. Agency Problem and the Role of Corporate Governance Re-
visited, Working Paper. Available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1287185 
[looked up 24.th January 2011].

Boyd B. 1990. Corporate Linkages and Organizational Environment: A Test of the Resource De-
pendence Model. Strategic Management Journal 11 (6): 419-430.

Boone, A. L.; Field, L. C.; Karpoff, J. M., and Raheja, Ch. G. 2007. The Determinants of Corpo-
rate Board Size and Independence: An Empirical Analysis. Journal of Financial Economics 85 (1): 
66-101.

Cheung, Y. L.; Jiang, P.; Limpaphayom, P., and Lu, T. 2010. Corporate Governance in China: a Step 
Forward. European Financial Management 16: 94-123.

Chizema, A., and Kim, J. 2010. Outside Directors on Korean Boards: Governance and Institutions. 
Journal of Management Studies 47: 109-129.

Choi, J.; Park, S., and Yoo, S. 2007. The Value of Outside Directors: Evidence from Corporate Gov-
ernance Reform in Korea. Journal of Financial and Quantitative Analysis 42: 941-962.

Coles, J. L.; Daniel, N. D., and Naveen, L. 2008. Boards: does one fi t all?. Journal of Financial Eco-
nomics 87 (2): 329-356. 

Connelly, B.; Hoskisson, R., and Tihanyi, L. 2010. Ownership as a Form of Corporate Governance. 
Journal of Management Studies 47 (8): 1.561-1.589.

Daily, C. M.; Dalton, D. R., and Cannella, A. A. 2003. Corporate Governance: Decades of Dialogue 
and Data. Academy of Management Review 28: 371-382.

Dalton, D.; Daily, C.; Ellstrand, A., and Johnson, J. 1998. Meta-Analytic Reviews of Board Com-
position, Leadership Structure and Financial Performance. Strategic Management Journal 19: 
269-290.

Dalton, D. R.; Daily, C. M.; Johnson, J. L., and Ellstrand, A. E. 1999. Number of Directors and 
Financial Performance: A Meta-Analysis. Academy of Management Journal 42: 674-686.

Denis, D. J., and Denis, D. K. 1994. Majority owners-managers and organizational effi ciency. Jour-
nal of Corporate Finance 1: 91-118.

Denis, D. J., and Sarin, A. 1999. Ownership and board structures in publicly traded corporations. 
Journal of Financial Economics 52: 187-223.

Faleye, O. 2007. Does one hat fi t all? The case of corporate leadership structure. Journal of Man-
agement and Governance 11: 239-259.

Fama, E. F., and Jensen, M. C. 1983a. Separation of Ownership and Control. Journal of Law and 
Economics 26(2): 301-325.



Isabel Acero Fraile y Nuria Alcalde Fradejas
36 ARTÍCULOS DOCTRINALES The effect of the monitoring function and advisory function on board structure

REVISTA ESPAÑOLA DE FINANCIACIÓN Y CONTABILIDAD. Vol. XLI, n.º 153 · enero-marzo 2012

Fama, E. F., and Jensen, M. C. 1983b. Agency Problems and Residual Claims. Journal of Law and 
Economics 26 (2): 327-350.

Fernández, A. I., and Gómez, S. 1999. El gobierno de la empresa: Mecanismos alineadores y su-
pervisores de las actuaciones directivas. Revista Española de Financiación y Contabilidad 100: 
355-380.

Florackis, Ch., and Ozkan, A. 2009. The Impact of Managerial Entrenchment on Agency Cost: An 
Empirical Investigation using UK Panel Data. European Financial Management 15: 497-528.

Gabrielsson, J. 2007. Correlates of board empowerment in small companies. Entrepreneurship: 
Theory and Practice, 31, 687-711.

García-Ramos, R., and García-Olalla, M. 2011. Estructura del Consejo de Administración en la 
Empresa Familiar versus No Familiar: Evidencia empírica en España. Revista Española de Finan-
ciación y Contabilidad 149: 35-64.

García, B., and Gil de Albornoz, B. 2005. El Gobierno Corporativo y las prácticas de Earnings 
Management: Evidencia Empírica en España, Working Paper, Instituto Valenciano de Investiga-
ciones Económicas, WP-EC 2005-11. Available at http://www.ivie.es/downloads/docs/wpasec/
wpasec-2005-11.pdf [looked up 17.th July 2011].

Guest, P. M. 2008. The determinants of board size and composition: Evidence from the UK. Journal 
of Corporate Finance 14: 51-72. 

— 2009. The impact of board size on fi rm performance: evidence from the UK. The European Jour-
nal of Finance 15: 385-404.

Gutiérrez, I.; Lloréns, F.J., and Aragón, A. 2000. Composición del Consejo de Administración, 
propiedad y endeudamiento. Relaciones de agencia entre banca e industria en España. Revista 
Española de Financiación y Contabilidad 104: 415-441.

Hermalin, B.E. and Weisbach, M.S. 1988. The Determinants of Board Composition. The Rand Jour-
nal of Economics 19: 589-606.

Hermalin, B.E. and Weisbach, M.S. 1998. Endogenously Chosen Boards of Directors and Their Mon-
itoring of the CEO, The American Economic Review 88: 96-118.

Hillman, A.; Cannella, A., and Paetzold, R. 2000. The Resource Dependence Role of Corporate 
Directors: Strategic Adaptation of Board Composition in Response to Environmental Change. Jour-
nal of Management Studies 37 (2): 235-256.

Hillman, A., and Dalziel, Th. 2003. Boards of Directors and Firm Performance: Integrating Agen-
cy and Resource Dependence Theories. The Academy of Management Review 28: 383-396.

Hillman, A.; Withers, M., and Collins, B. 2009. Resource Dependence Theory: A Review. Journal 
of Management 35: 1,404-1,427.

Iwasaki, I. 2008. The determinants of board composition in a transforming economy: Evidence 
from Russia. Journal of Corporate Finance 14: 532-549.

Jandik, T., and Rennie, C. G. 2008. The Evolution of Corporate Governance and Firm Performance 
in Transition Economies: The Case of Sellier and Bellot in the Chez Republic. European Financial 
Management 14: 747-791.

Jensen, M. C., and Meckling, W. 1976. Theory of the fi rm: managerial behaviour, agency cost, and 
ownership structure. Journal of Financial Economics 3: 305-360.

Jensen, M. C. 1986. Agency cost of free cash fl ow, corporate fi nance, and takeovers. American Eco-
nomic Review 76: 323-329.



Isabel Acero Fraile y Nuria Alcalde Fradejas
The effect of the monitoring function and advisory function on board structure ARTÍCULOS DOCTRINALES 37

SPANISH JOURNAL OF FINANCE AND ACCOUNTING. Vol. XLI, n.º 153 · January-March 2012

Kim, K. A.; Kitsabunnarat-Chatjuthamard, P., and Nofsinger, J. R. 2007. Large Shareholders, 
Board Independence and Minority Shareholders Rights: Evidence from Europe. Journal of Corpo-
rate Finance 13: 859-880.

Klein, A. 1998. Firm performance and board committee structure. Journal of Law and Economics 
41: 137-165.

Kor, Y., and Misangyi, V. 2008. Outside directors' industry-specifi c experience and fi rms' liability 
of newness. Strategic Management Journal 29: 1,345-1,355.

Lehn K.; Patro S., and Zhao M. 2009. Determinants of the Size and Composition of US Corporate 
Boards: 1935-2000. Financial Management 38 (4): 747-780.

Li J. 1994. Ownership Structure and Board Composition: A Multi-country Test of Agency Theory 
Predictions. Managerial and Decision Economics 15: 359-368.

Linck, J. S.; Netter, J. M., and Yang, T. 2008. The determinants of board structure. Journal of 
Financial Economics 87: 308-328.

Lozano, M. B.; de Miguel, A., and Pindado, J. 2005. Propiedad y gestión en el mercado de con-
trol empresarial: un enfoque de agencia. Revista Española de Financiación y Contabilidad 124: 
113-139.

Lynall, M.; Golden, B., and Hillman, A. 2003. Board composition from adolescence to maturity: A 
multitheoretic view. Academy of Management 28: 416-431.

Mak, Y. T., and Li, Y. 2001. Determinants of corporate ownership and board structure: evidence 
from Singapore. Journal of Corporate Finance 7: 235-256.

Maury, B. 2006. Corporate Performance, Corporate Governance and Top Executive Turnover in 
Finland. European Financial Management 12: 221-248.

Mínguez, A., and Martín, J. F. 2003. El Consejo de Administración como Mecanismo de Control: 
Evidencia para el Mercado Español, Working Paper, Instituto Valenciano de Investigaciones Econó-
micas, WP-EC 2003-02. Available at http://www.ivie.es/downloads/docs/03/wpec-02.pdf [looked 
up 17.th July 2011].

Mulherin, J. H. 2005. Corporations, collective action and corporate governance: One size does not 
fi t all. Public Choice 124: 179-204.

Pearce II, J. A., and Zahra, S. A. 1992. Board Composition from a Strategic Contingency Perspec-
tive. Journal of Management Studies 29: 411-438.

Pfeffer, J. 1972. Size and Composition of Corporate Boards of Directors: The Organization and its 
Environment. Administrative Science Quarterly 17: 218-229.

Pfeffer, J. and Salancik, G. 1978. The external control of organizations: A resource dependence 
perspective. New York: Harper & Row.

Pindado, J., and De la Torre, Ch. 2006. The Role of Investment, Financing and Dividend Decisions 
in Explaining Corporate Ownership Structure: Empirical Evidence from Spain. European Financial 
Management, 12, 661-687.

Prado, J. M.; García, I. M., and Gallego-Álvarez, I. 2009. Características del consejo de admi-
nistración e información en materia de Responsabilidad Social Corporativa. Revista Española de 
Financiación y Contabilidad 141: 107-135.

Rediker, K., and Seth, A. 1995. Boards of directors and substitution effects of alternative govern-
ance mechanisms. Strategic Management Journal 16: 85-99.

Roodman, D. 2009. A note on the theme of too many instruments. Oxford Bulletin of Economics and 
Statistics 71 (1): 135-158.



Isabel Acero Fraile y Nuria Alcalde Fradejas
38 ARTÍCULOS DOCTRINALES The effect of the monitoring function and advisory function on board structure

REVISTA ESPAÑOLA DE FINANCIACIÓN Y CONTABILIDAD. Vol. XLI, n.º 153 · enero-marzo 2012

Shleifer, A., and Vishny, R. W. 1997. A Survey of Corporate Governance. The Journal of Finance 
52: 737-793.

Theil, H. 1971. Principles of Econometrics. New York: John Wiley and Sons.

Vicente, M. A. de, and Manera, J. 2003. El análisis factorial y por componentes principales, in: 
Lévy, J. P., and Varela, M. J. (eds.) Análisis multivariante para las Ciencias Sociales, Madrid: Pear-
son Educación, Chapter 8: 327-360.

Wintoki, M. B.; Linck, J. S., and Netter, J. M. 2011. Endogeneity and the Dynamics of Internal 
Corporate Governance, 4.th Annual Conference on Empirical Legal Studies, November, Los Ange-
les. Available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=970986 [looked up 17.th July 
2011].

Yang, T.; Linck J. S., and Netter, J. M. 2004. A Large Sample Study on Board Changes and Deter-
minants of Board Structure, Working Paper, Terry College of Business.

Zahra, S. A., and Pearce II, J. A. 1989. Boards of Directors and Corporate Financial Performance: 
A Review and Integrative Model. Journal of Management 15: 291-334.


