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Motivation 

•Corporate governance codes emphasize the importance of 

independent directors in the boardroom 

o Independent directors particularly effective in controlling CEO 

•Most of the studies focus on manufacturing industries, 

excluding public utilities 

•Controversial and relevant issue for the listed energy utilities  

o Regulated market 

o Maximization of both shareholders’ wealth and social welfare 

o Politically connected directors 
 

•No studies on independent directors in European public utilities 



Research questions 

   In the energy public utilities… 

• Do independent directors affect firm performance? 

• Do independent directors affect firm growth? 

 

Main goal: 

To analyze the effective monitoring exerted by the 

independent directors in the public utility in Europe. 



Main Results 

① Effect on firm performance 

 Contrary to the conventional wisdom of corporate governance 

 codes, we find the relationship between independent directors 

  and firm performance is not statistically significant. 

 

② Effect on firm growth 

No statistically significant relation between independent directors 

and on firm growth. 



Related literature 

• No relationship between independent directors and firm performance in 

US unregulated companies  

 (Mock et al. 1988; Hermalin and Weisbach, 1991; Klein 1998) 

• Negative relationship in US firms and in Portuguese firms  

 (Yermack 1996; Cole et al 1999; Bhagat and Black, 2000; Fernandez 2008) 

• Positive relationship in Spanish firms, Chilean firms and continental 

European firms listed in US  

 (Garcia-Meca and Sanchez-Ballesta 2006; Lefort and Urzùa 2008; Krivogorsky 2006) 



Within the boardroom: some definitions 

• Executive directors:  

Current officers in the company 
 

• Outside directors: 

− Grey directors:  

Not current employees but likely to have business relationships 

with the company, such as lawyers; officers in the recent past; 

relatives of employees 
 

− Independent directors:  

Directors without such affiliations  



Hypotheses 

1. H1: Positive relationship between independent directors and 

firm performance 

 
 

2. H2: Positive relationship between independent directors and 

firm growth 
 



Data 

• 43 listed public utilities of the energy industry 

(Italy, Spain, France and United Kingdom) 

• 344 firm year-observations from 2002 to 2009 

• Data collected from different sources:  

1) Worldscope and COMPUSTAT database (financial data)  

2) Annual Corporate Governance Reports (board composition are 

hand-collected) 



Model (1): The effect on present firm performance 

Performanceit = b1Independentit +b2Executiveit +b3Bsizeit +b4CEOdualityit +b5Xit +eit

Where: 

Performanceit = Tobin'sQ;  MarketCap;  Ebit;  ROA

Independentit = number  of  independent  directors

Executiveit = number  of  executive directors 

Bsizeit = number  of  directors in the board

CEOdualityit = dummy whether  CEO is also chairman

Xit =  control variables 



Performanceit = b1Independentit-1 +b2Executiveit-1 +b3Bsizeit-1 +b4CEOdualityit-1 +b5Xit +eit

Where: 

Model (1): The effect on future firm performance 

Performanceit-1 = Tobin'sQ;  Ebit;  ROA;  MarketCap

Independentit-1 = number  of  independent  directors

Executiveit-1 = number  of  executive directors 

Bsizeit-1 = number  of  directors in the board

CEOdualityit-1 = dummy whether  CEO is also chairman

Xit =  control variables 



Results: The effect on present firm performance 



Results: The effect on future firm performance  



Model (2): the effect on firm growth 

Where: 

AnnualGrowthRateit = b1Independentit-1 +b2Executiveit-1 +b3Bsizeit-1 +b4CEOdualityit-1 +b5Xit +eit

AnnualGrowthRateit = Log Tot  Assetsit( ) - Log Tot  Assetsit-1( )

Independentit = number  of  independent  directors

Executiveit = number  of  executive directors 

Bsizeit = number  of  directors in the board

CEOdualityit = dummy whether  CEO is also chairman

Xit =  control variables 



Results: the effect on firm growth 



Conclusions 

1. The relationship between independent directors and firm 

performance is not statistically significant 

2. The relationship between independent directors and firm 

growth is not statistically significant 

3. Executive directors affect positively firm growth 

 

• This lack of effectiveness of independent directors can depend 

on: 
 

o Not truly independent 
o Lack of info 
o Weak incentives 
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