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Abstract

Corporate boards are the focal points for strategy and investment related firm decisions, and hence they embody the key features of production and management. In this paper, using a unique dataset of listed firms, we examine the determinants of board diversity based on directors’ nationalities and ask whether the presence of foreign directors on boards contributes in some way to firm governance and performance. Our results show that boards containing diverse nationalities are positively and significantly associated with shareholder heterogeneity and the firm’s international market operations. Nationality diversity is also positively related to operating performance. Moreover, as we find, institutions relating to investor engagement play an important role in influencing the nature and consequences of board diversity. 
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1. Introduction
Literature on the costs and benefits of board diversity is fairly divided into two camps. One school of thought argues that diversity of opinion can eliminate many of the pitfalls of relying on a single or homogenous source of knowledge and expertise. The enthusiasts belonging to this group thus call for greater diversity in the nation’s corporate sector. On the other side of the argument, there are people who caution against such a drive for diversity and stress that whereas diversity improves the transmission and processing of information at the apex level of a firm, it also poses challenges to the organization of work. For example, personnel differences may lead to conflicts in the workplace; and there are instances where diversity has overtly betrayed the interests of the group (Farrell and Hersch, 2005; Hilscher and Şişli-Ciamarra, 2013). Yet, corporate boards are commonly inhabited by people with wide differences in characteristics such as age, education, experience, gender, and professional background (Anderson et al., 2011). Diversity is present in boards regardless. It seems to matter little whether there is any political or regulatory push for more diversity on board.
Against this background, we may ask: (i) can we further refine measures of director diversity so as to encompass all relevant dimensions of diversity? And (ii) can we investigate the particular characteristics of the firm as determinants of board director diversity? After all, if firms continue to employ even a small number of directors with a diverse background then they must accrue some tangible benefits that are greater than the cost of employing them. There is hence an economic reason to investigate the practice of “diversity hires”. For example, Anderson et al. (2011) find that firm complexity has a strong influence on board heterogeneity. Board diversity is generally investigated under the assumption that analyzing board member characteristics may help understand the effects group composition has on board effectiveness and performance (Adams, Hermalin and Weisbach, 2010). The bourgeoning research on board diversity analyzing the salient demographic characteristics such as gender and ethnicity finds that there is a growing preference for female or ethnic minority board directors (Netter, Poulsen and Stegemoller, 2009). As director characteristics may affect the internal workings of boards, it is likely that directors from different national backgrounds may also behave differently. Director nationality may be a critical factor in how the interests of the various stakeholder groups are played out in the corporate arena. A board’s foreign members may also influence the quality of its decisions as nationality is an important yet distinct source of individual competence. One can plausibly assume that knowledge about international markets as well as information about different national regulatory regimes could be a useful asset to have. We thus expect a greater representation of foreign directors on boards as heterogeneity in firm operations increases. However, there are other factors that may hold back firms from widening the diversity of their directors. These include the preference of CEOs and other top executives to choose directors who come from similar backgrounds to themselves. CEO power may thus counter firm tendency to expand its resource base through employing different nationality directors. This suggests that factors other than director characteristics may also play a role in board-level appointments.  
In this study, we examine the determinants of board diversity by focusing our attention on foreign directors. There have been very few studies conducted on foreign nationality directors (e.g. Masulis, Wang and Xie, 2012; Oxelheim and Randøy, 2013), and with the exception of Miletkov, Poulsen and Wintoki (2014), they do not essentially consider the determinants of having foreign directors. Miletkov, Poulsen and Wintoki (2014) undertake a cross-country comparison of foreign directors’ role in how national corporate governance systems are managed. Their study also focuses on particular institutional factors that likely influence the tendency of companies to appoint foreign directors. Using a unique dataset of corporate boards in all UK based listed firms over a ten-year period, we investigate UK specific institutional factors and explain their role in the determinants and impacts of diverse nationality boards. Our interest in this subject is driven by a number of factors. In the UK, shareholders are granted a significant role in board decision-making. Prior research also suggests that UK-based investor institutions actively participate in board decisions and they have a positive influence on firm operating performance (Becht, et al., 2010; Buchanan, Netter, Poulsen and Yang, 2012). In our present context, we investigate this issue further in terms of the shared institutional context of the UK firms in the following three forms: i.e. institutional ownership, legal origins and varieties of capitalism. These variables are comprehensive indicators of key institutional differences and are widely shown to have important economic consequences (La Porta et al., 2008; Hall and Soskice, 2001). 
We argue that directors of foreign nationality originating from a similar legal and economic background as that of UK (i.e. UK law and a liberal market economy) will have a positive impact on firm performance. If this is indeed the case, then examining the institutional foundations of board diversity practices becomes as important as other firm-related variables. We can go so far as to suggest that these practices help open the black box of institution-performance linkages, putting forward nationality diversity as an important channel through which institutions can affect firm performance. Moreover, institutional foundations of board diversity reduces the costs of appointing foreign directors by minimizing the effects of “language and cultural differences” (Miletkov, Poulsen and Wintoki, 2014). As Miletkov, Poulsen and Wintoki (2014) have argued, when language and cultural differences are present, there are reduced communication opportunities affecting the ability of foreign directors to make efficient board decisions. UK based directors of foreign nationality potentially do not encounter these reduced communication opportunities as in many cases they have similar backgrounds in terms of legal and economic systems. These arguments also correspond to the findings of Masulis, Wang and Xie (2012) who show that the attendance record of Canadian directors is significantly better than that of other foreign independent directors, including directors from Mexico. They attribute these differences to the way Canada shares many similarities with the US against Mexico that differs significantly on grounds of economic development, legal system, language, and culture. 
Our results show that both director/firm characteristics and institutions are important in explaining the practice of board diversity. Other than the institutional factors as mentioned above, we find that shareholder heterogeneity and product market heterogeneity are key determinants of nationality diversity on boards. These results suggest that firm decisions on diversity are not merely a reflection of values adhered to by some specific segment of society; they result from cost-benefit considerations of what diversity can bring to the firm. There is also an issue about understanding the role of the demographic characteristics of directors in how they impact on board dynamics. We show that foreign directors actively participate in board activities through their membership of board committees. Board members are more likely to be influential in performing their monitoring and advisory roles if they sit on key committees (Klein, 1988). Similar results are found in relation to the effects of board diversity on CEO pay. We also find a positive relationship between national board diversity and firm performance. However, this relationship is mediated by CEO power: for example, the more powerful the CEO is, the less likely it is that the firm with a diverse board will achieve higher performance. This indicates that our firm performance-related results need to be seen in the light of the special institutional context of the UK’s corporate sector. 
The remainder of the paper is organized as follows. We first briefly provide a discussion of the costs and benefits of diversity to provide a backdrop to our propositions about the determinants of foreign nationality directors. We draw on the traditional classification of director functions (i.e., monitoring and resource provision) to develop our specific arguments. The next section introduces our dataset and discusses regression variables. We then provide our results. The final section concludes with a discussion of potential areas for future research.
2. Costs and benefits of diversity
Kenneth J. Arrow’s makes an incisive point about diversity: “diversity of viewpoints is of the greatest importance in solving the problems that face us individually and collectively. Diversity among a group of problem solvers is more important than individual excellence.” Arrow was in fact endorsing Page’s treatise on diversity - The Difference (Page, 2007). Page’s thesis is that diverse membership of social groups, schools, organizations and firms is good for their functioning. Diversity can also be beneficial as individuals from a dissimilar background are likely to bring different perspectives to bear on specific issues, as they draw upon their different life experiences. As noted by Cyert and March (1963), the decision-making process cannot be separated from an individual’s past experience. When individuals offer different interpretations of a particular situation, it can stimulate creativity and provide more imaginative solutions (Wiersema and Bantel, 1992). The quality of decision-making may also improve because diversity reduces individual biases and prejudices. Kandel and Lazear (1992) see team diversity as a mechanism to control free-riding as greater diversity among team members increases mutual monitoring. Team diversity provides a broader range of knowledge, information and resources compared to homogeneous groups (Horwitz and Horwitz, 2007).
However, diversity may come at a cost. Lau and Murnighan (1998, p. 328) point toward the tendency of individual groups to degenerate into subgroups based on one or more attributes – a process they describe as “group faultlines”. It happens because individuals perceive demographically dissimilar group members as having different values and espousing incongruent views. The degeneration process leads individuals to become reluctant to give and share information with minority “outside” individuals (e.g., Adams, Hermalin and Weisbach (2010) use this argument as a key modeling assumption in their framework of board director roles; also see Miletkov, Poulsen and Wintoki, 2014). Similarly, there may be a communication breakdown among different members of a group, which may result in each member offering a radically different interpretation of a problem situation.
2.1. Board governance and operations 

Corporate governance refers to the system by which the company is controlled and directed (Naveen, Daniel and McConnell, 2013). It reflects the series of mechanisms through which the interests of board directors, management, shareholders, and other stakeholders are set out. For instance, the agency literature places a great deal of emphasis on outside directors for monitoring board performance (Fama and Jensen, 1983; Hermalin and Weisbach, 1998; Dewally and Peck, 2010). This makes the issue of a board director’s identity such as a director’s nationality an important one. First, foreign directors may be appointed in the same spirit as outside, independent directors as they are likely to care about their reputation as do other good monitors. Second, firms may seek to emulate their shareholder population by bringing on board a diverse body of individuals. Diverse nationality boards can serve as a mechanism to signal investors and markets that they have the ability to understand the challenges posed by the complex and multifaceted nature of their operations (Wiersema and Bantel, 1992; Goodstein, Gautam and Boeker, 1994). For example, diverse boards may help the firm explore opportunities associated with different national or international markets. The more foreign nationality directors are linked with these markets due to their own particular diverse backgrounds, the more such opportunities may be seized upon. Masulis, Wang and Xie (2012) find that U.S. firms with foreign independent directors (FIDs) make better cross-border acquisitions when the targets are from the home regions of FIDs. These directors offer unique skills, knowledge and insights into how best to cope with multiple constituencies as their firms venture into new or untested investment areas. It is in the nature of these particular situations that board directors may also serve as a source of valuable information about potential synergies in the customer or supplier markets. Boone, et al. (2007) find that the measures of the scope and complexity of the firm’s operations are positively related to the proportion of independent outsiders on the board.
2.2. Performance effects of diverse nationality boards 

Research on board diversity indicates that board composition is correlated with various firm characteristics and outcomes. Carter, Simkins and Simpson (2003) provide empirical evidence consistent with the positive impact of gender and ethnic diversity on corporate performance. In a subsequent study, Carter, D’Souza, Simkins and Simpson (2008) find a positive relationship between gender diversity and the market value of firms. Adams and Ferreira (2009) find a positive relation between performance measured as Tobin’s q and ROA and the fraction of women on boards. In a recent study, Anderson, et al. (2011) find an overall positive effect of their diversity index on Tobin’s q in a sample of Russell 1000 firms in 2003 and 2005. Similarly, Naveen, Daniel and McConnell (2013) find that foreign directors in the U.S. firms, especially those from countries that are dissimilar to the U.S. in terms of ‘business environment’ (i.e., dissimilar directors), provide valuable advice.
However, we also encounter a number of studies that argue for caution in interpreting positive associations between diverse boards and company performance (Adams, Hermalin and Weisbach, 2010; Lau and Murnighan, 1998). Farrell and Hersch (2005) find that women board members have no major impact on firm performance, and suggest that firms seek members of minority groups for the simple reason that they want to build a public image of inclusiveness. Masulis, Wang and Xie (2012) show that FIDs are associated with significantly poorer performance, especially when their business presence in the FID’s home region becomes less important. Miletkov, Poulsen, and Wintoki (2014) take these arguments further and conduct a cross-country study to examine the hypothesis that the impact of foreign directors may be different in countries outside the US. They show that the effect of foreign directors on ﬁrm performance is positive following cross-border acquisitions and when foreign directors come from a country with strong legal protection of investor rights. They also find that foreign directors are associated with poorer operating performance in ﬁrms that are located in countries with the highest quality legal institutions. It therefore becomes important to further investigate the specific institutional context of a market and the degree to which it influences firm performance through its effect on board composition and governance. For example, although both the US and the UK have broad, deep and liquid domestic capital markets raising the standards of governance and executive oversight, the constitution and effect of institutions in both these countries significantly differ from each other (Becht, et al., 2010). For example, as against the US rules, UK proposing rules are binding and shareholders have a statutory right to call special meetings and elect directors, potentially enhancing their ability to perform a more activist role (Buchanan, Netter, Poulsen and Yang, 2012).  
3. Data description
We primarily rely on two datasets that provide information on director nationalities to construct a representative sample to investigate board effectiveness. Boardex is an internationally based director dataset. However, it does not provide archival data on board operations and other measures of interest. The other dataset, Hemscott, is the UK-based director data, and provides detailed information on director identities, as well as board and company information. We therefore construct our primary variables using this data, and corroborate our information with Boardex, wherever both datasets have similar type information available. We supplement this information from FAME, which is a financial performance-related dataset. We build a database of all FTSE companies
 with foreign nationality directors over the period 2001-2011. Descriptive statistics, as provided in Table 1, are based on an unbalanced panel of both foreign national director-level data and company level data for all FTSE firms with a foreign nationality director for the period 2001-2011. We show summary statistics for all observations for which foreign national director data are available. Country distribution of foreign nationality directors is presented at Appendix I.
[Insert Table 1 about here]
Research on director diversity suggests that board member characteristics vary significantly (Kesner, 1988). For example, firms with female directors are larger and older, and are in industries that have a higher proportion of the female workforce (Adams, Hermalin and Weisbach, 2010). We discuss whether directors of foreign nationalities are different from others in their personal characteristics. We use the entire Hemscott dataset, not just the subsample for which we present summary statistics in Table 1. For a sample of FTSE firms from 2001 through 2011, we find that an average foreign nationality director is above 50 years old, has two directorships, and has been on the same board for at least five years. This evidence on tenure and age suggests that foreign nationality directors are, on average, experienced people. Furthermore, foreign nationality directors have longer tenures than their local counterparts. They are also older and more likely to be retired from their main occupation. However, they have a smaller number of directorships than their colleagues. An important characteristic in which foreign and domestic directors differ is their status as independent. Foreign nationality directors are classified as independent in 76 percent of the cases, while the average proportion of independent directors is 59 percent. These differences are all statistically significant. We also wanted to know whether firms with and without foreign nationality directors differ.
[Insert Table 2 about here]
In Table 2, a comparison is made among the means of firm-level characteristics for firm-years in which foreign nationality directors have been present to firm-years when they have not been. A quick look at the results suggests that the appointment of foreign nationality directors on boards could be influenced by firm characteristics. On all accounts, firms with foreign nationality directors are different from the firms that employ no such directors. Firms with foreign nationality directors have larger boards, have more business segments in terms of overseas subsidiaries, and have lower stock return volatility than firms without foreign nationality directors. They have higher sales performance, and when using Tobin’s q as a performance metric, they also perform better. We thus control for firm characteristics in our subsequent analysis.
4. Empirical tests
Prior literature on firm characteristics indicates several important reasons for why firms tend to have boards comprised of diverse nationalities. One relates to the identity of shareholders and another one is about the scope of the firm’s product market operations. As Klein (1998) argues managers benefit from a broader and deeper knowledge base when directors come from different socioeconomic, business, and technical backgrounds. The suggestion is that both director characteristics and the institutional context in which these directors operate influence the composition and impacts of corporate boards. Our study’s independent variables are thus based on these and other related factors, which we discuss in some detail below.
4.1. Shareholder heterogeneity
Research shows that the proportion of outsiders on the board is positively associated with shareholder wealth (Bhagat and Black, 1999; Byrd and Hickman, 1992). A heterogeneous pool of shareholders is more likely to recognize that directors coming from diverse and heterogeneous backgrounds share the same interests as themselves, relative to the homogenous population. For instance, an investor based outside the firm’s headquarters will likely notice different types of individuals being represented on boards as sharing her characteristics than a director based in the same area as the firm’s headquarters. Consequently, we argue that shareholders from diverse backgrounds are more likely to promote greater board heterogeneity than shareholders from a homogenous population. To capture this relationship, we include in our regressions fractions of foreign ownership as an independent variable. A stream of finance research examines the relationship between ownership structure and firm value (Demsetz and Lehn, 1985; Morck, Shleifer and Vishny, 1988; Ertimur, Ferri and Stubben, 2010). For example, the role of large-block shareholders or institutional investors has often been investigated in relation to firm diversification (Ang, Cole and Lin, 2000), executive compensation (Ryan and Wiggins, 2001; Singh and Wallace, 2003), executive turnover (Denise, Denis and Sarin, 1997), and corporate performance (Ang, Cole and Lin, 2000). The assumption is that such ownership structures encourage managers to safeguard the owners’ interests and not to indulge in destructive practices such as over-diversifying the company’s portfolio of products or over-paying themselves.
4.2. Product market heterogeneity
Our delineation of the role of directors suggests that a board’s composition may reflect the firm’s external dependencies. A diverse board may, for example, secure valuable resources through linkages to the external environment, including exploring connections to a wide variety of people and networks. For example, a director’s international background may be a key factor to a firm’s decision to expand outside national boundaries. We assume that firms are likely to employ foreign nationality directors to exploit these particular types of investment opportunities. The most frequently used measure of international diversification is foreign sales divided by total sales (e.g., Rugman, Lecraw and Booth, 1985). Other related measures include foreign assets divided by total assets and the number of international employees as a percentage of total employees. Montgomery and Hariharan (1991), Schmalensee (1985) and Teece (1982) have conceptualized international diversification in terms of a country scope measure, or the number of international subsidiary operations. As we want to examine the impact of diverse nationality boards on firm operations, we use a similar measure in our study i.e., subsidiary operations in oversees countries. Boards and in particular foreign nationality directors are likely to have a say in major decisions of expansion such as the one when a subsidiary operation in a foreign country is set up. This measure can thus fully capture the application of a foreign nationality director’s knowledge and skill.
4.3. CEO power
A large body of empirical evidence suggests that CEO power is a key determining factor in controlling and directing firm operations. In terms of its impact on corporate outcomes, powerful CEOs are linked to managerial entrenchment, more negative reactions to acquisition announcements, higher costs of debt, and lower firm value (Bebchuk, Cremers and Peyer, 2011; Liu and Jiraporn, 2010). Bebchuck, Cremers and Peyer (2011) show that CEO dominance results in lower firm value as measured by Tobin’s q, and attribute this poor performance to the agency conflict. Morse, Nanda, and Seru (2011) find that powerful CEOs “rig” the incentive part of their compensation as they can influence their boards to shift the weight on performance measures toward more favorable measures. CEOs power is thus associated with rising agency costs, which can have an adverse impact on performance. We therefore hypothesize that powerful CEOs are likely to stifle the expected performance of diverse nationality directors. Past studies have employed indicators that allow for remarkably little variation in CEO power. For instance, a few studies have looked at the number of titles captured by the CEO (Finkelstein and Hambrick, 1996). Because a given CEO can hold as many as four titles (such as CEO, Chair, President, and COO), the value of this variable can range from one to four. Anderson et al. (2011) measure CEO power in terms of a factor score based on the number of years the CEO held their post (tenure), the fractional equity ownership of the CEO, and the ratio of free cash flow to total assets. Another stream of research focuses on examining CEO power in terms of her relative compensation among top executives (Bebchuk, Cremers and Peyer, 2011). Bebchuk, Cremers and Peyer (2011) reckon CEO’s pay slice (CPS), as an objective measure of CEO power, has the requisite explanatory power to fully capture the relative significance of a CEO. They show that this is linked with firm value measures such as Tobin’s q as well as stock market performance such as reactions to acquisition announcements. Another advantage of using CPS over other indicators of CEO power is that, compared to the dichotomous variables such as CEO duality, CPS is a continuous variable that is likely to capture the fine gradation of CEO power. We thus estimate CEO power by CPS, which is the fraction of the aggregate top-five compensation packages captured by the CEO. 
4.4. Institutions and corporate governance

It is generally assumed that corporate governance systems vary along many important institutional dimensions (Romano, 2000). This is evident from variations in the pattern of share ownership in industrialized countries even though they have widely dispersed shareholdings (e.g. the institutional ownership of US companies is two-thirds the level of that in the UK; see Gillan and Starks, 2007). In the UK, insurance companies hold a significantly larger proportion of equity than other countries.
 UK pension funds also hold larger domestic equity positions than their US counterparts. As the concentration of institutional stock ownership in the UK is higher than in other countries (e.g. the US), UK institutions are thought to be more active than their US counterparts (Black and Coffee, 1994). In the US, restrictions on stock ownership prevent institutional investors from building significant stakes in individual corporations; in addition, US boards have the ability to adopt takeover defense mechanisms (Roe, 1990). The higher cost of participation in US corporate governance is a far cry from investor engagement practices in other countries (Gillan and Starks, 2007). Far fewer restrictions are placed on shareholders in the UK as they are under no obligation to disclose their involvement in forming informal coalitions to monitor management. UK proposing rules are also binding and shareholders have a statutory right to call special meetings and elect directors (Financial Reporting Council, 2010). 
As argued by Buchanan, Netter, Poulsen and Yang (2012), these rules are potentially more powerful governance devices than the prevalent US arrangements. Using comprehensive shareholder proposal data from both the US and the UK from 2000 through 2006, they find evidence in support of these assertions. Black and Coffee (1994) suggest that the UK provides more legal tools than the United States to institutional investors. For example, UK shareholders have the power to remove directors, and they can call EGMs with 10% or more of the voting share capital. Given the higher concentration of institutional stock ownership in the UK and the ability of UK institutions to form monitoring coalitions, it is expected that the UK institutions will play a major role in how their portfolio companies are governed and directed. Another important facet of institutional activism in the UK is that many of these institutions frequently act collectively through their industry-wide associations.
 In addition, both the associations and the largest institutional investors themselves have a core set of employees that regularly monitor and maintain contact with the boards of their portfolio companies. Becht, et al. (2010) find that shareholder activism in the UK is not only alive and kicking but provides substantial benefits to its adherents. Becht, et al. (2010) also suggest that the UK’s institutional and legal framework is more conducive to institutional activism; however, much of the monitoring of companies by UK institutions takes place in behind the scenes negotiations, which allow institutions to take joint actions to curb managerial excesses without drawing public attention to this fact (Dedman and Lin, 2002; Carleton, Nelson and Weisbach, 1998). As in the UK large institutions have greater control over their investee board members, we examine the impact of these institutions on foreign national board director appointment and performance. We denote institutional ownership by Institutional Stock.

Differences in a country’s financial institutions can be mapped onto their legal origin and economic system (or variety of capitalism) as well. These indicators of key institutional differences among countries are widely shown to have important economic consequences (Hall and Soskice, 2001; La Porta et al., 2008). For example, a country’s legal origin (e.g. UK law or French law) provides the basis for investor and creditor protection. Similarly, the variety of capitalism (Liberal Market Economy [LME] or Coordinated Market Economy [CM]) indicates the special economic environment surrounding a country’s production and corporate management practices (Martin et al., 2007). In our current analysis, we also include an explicit role for these legal and economic institutions
. This will likely show whether foreign directors coming from a similar institutional background to the UK behave differently from other foreign nationality directors. We use dummy variables indicating a foreign director’s legal origin (UK law, French law, or other), and variety of capitalism or economic system ([LME], [CME], or other). These are based on the assumption that firms with directors of foreign nationality having a similar institutional background such as UK law and economy will bear the reduced cost of appointing foreign directors. 

4.5. Tobin’s q and ROA
To measure firm performance, we employ two alternative performance indicators. First, in line with corporate governance literature, we use Tobin’s q to capture firm value (Morck, Shleifer and Vishny, 1988; Yermack, 1996; Lang and Stulz, 1994). Boards are likely to have a say in investment decisions of the firms. It is therefore important to measure how firm value is created with the direct help and assistance of the board. We compute Tobin’s q as the sum of market value of equity, the book value of debt, and the book value of preferred stock, all divided by the book value of total assets. Second, as accounting profitability is a common measure of firm performance, we use ROA as our measure of accounting profitability. ROA is calculated as income before interest, taxes, depreciation, and amortization (EBITDA) divided by the book value of total assets.
4.6. Control variables

We use several control variables to account for the potentially confounding effects of firm-specific and industry characteristics. Firm-level controls include firm size (the natural logarithm of sales), leverage, independent directors, and volatility. The relationship between diversity in the boardroom and stock return volatility appears to be clear cut. Early works such as Farrell and Hersch (2005), and subsequent studies including Adams and Ferreira (2009), have all found a strong relationship between volatility and board diversity. We include board size to take into account the tendency of the larger boards to be more diverse. As our discussion of board directors’ fiduciary responsibility suggests, independent directors are more apt to perform their monitoring functions efficiently. We therefore include independent directors in our analysis. Finally, there is an argument that powerful CEOs may go for higher than optimal leverage as a means of consolidating their own voting power (Stulz, 1988), and therefore it makes sense to include leverage as another one of the control variables.

5. Determinants of diverse nationality boards
Our discussion so far suggests the following: besides institutional factors that we have discussed in detail above, we have emphasized how the heterogeneity of a firm’s shareholders and the heterogeneity of its operations may result in higher levels of a board’s nationality diversity. However, CEO power may mediate this relationship; the more powerful the managers are, the less likely it is that the firm will employ directors from a heterogeneous background. We examine these hypotheses by estimating the following regression model:

Board Diversity = β0 + β1(Shareholder Heterogeneity) + β2(Product Market Heterogeneity) + β3(CEO Power) + β4(Institutional Stock) + β5(Legal Origin) + β6(Economic System) +β7-16(Control Variables) + β17(Industry Dummies) + β18(Year Dummies) + ε,                                                                        (1)
where Shareholder Heterogeneity is measured as the percentage of common shares held by foreign investors in a firm; Product Market Heterogeneity is measured as the number of subsidiary operations in foreign countries; CEO Power is measured as CPS, which is the fraction of the aggregate top-five compensation packages captured by the CEO; Institutional Stock is measured as percentage of shares owned by institutions owning 5% or more; Legal Origin denotes one if a foreign director’s home country has UK law as its primary legal structure; and Economic System denotes one if a foreign nationality director’s home country has a liberal market economy such as the UK. Control Variables include board size, fraction independent directors, age, gender, tenure, other directorships, log(sales), leverage, volatility and Tobin’s q.
[Insert Table 3 about here]

Table 3 reports the results of estimating the regression (1). Column 1 examines the relationship between shareholder heterogeneity and foreign directors. It shows a positive relationship between these two variables, as the coefficient on shareholder heterogeneity is positive and statistically significant. This result suggests that the more a firm’s shareholders originate from oversees, the more it is likely that foreign directors are appointed to its board. Put another way, company owners are more likely to appoint directors from a diverse background reflecting their own. We therefore also find support for the agency arguments that emphasize the need for appointing those directors that are not associated with management. The economic impact of our results can be seen from the fact that a one standard deviation increase in shareholder heterogeneity (σ = 0.587) increases board diversity by 3.77%
. An increase of 3.77% in board diversity is equivalent to replacing one domestic director with a foreign nationality director. Column 2 investigates the relationship between a firm’s international operations and foreign directors. Consistent with the general diversity arguments, we find this relationship to be positive as coefficient on firm international operations is strongly positive and significant. A one standard deviation increase in product market heterogeneity (σ = 0.574) increases board diversity by 3.60%
. Intuitively, this is equivalent to replacing one domestic director with a foreign nationality director. These results underline the effects that a firm’s international operations have on board operations as it is clear that firms lean on their directors for help and advice as they expand their operations worldwide. Column 3 examines the influence of CEO power on the firm’s board diversity policy. The coefficient on CEO power is negative and significant, indicating that a powerful CEO does not encourage nationality diversity on board. It can be seen in how a one standard deviation increase in CEO power (σ = 0.586) is associated with a decrease in board diversity of 1.95%
. A decrease of 1.95% in board heterogeneity is equivalent to replacing one domestic director with one foreign nationality director. This result corresponds to the literature’s contention on why entrenched CEOs would prefer those people on boards who are least likely to offer divergent views (Liu and Jiraporn, 2010; Bebchuk, et al., 2011). Column 4 investigates the relationship between institutional stock and foreign nationality directors. Consistent with the literature on the impact of institutional activism, we find the coefficient on institutional stock positive and significant. The economic impact of the results can be seen from the fact that a one standard deviation increase in institutional stock (σ = 0.579) increases board diversity by 3.59%.
 An increase of 3.59% in board diversity is equivalent to replacing one domestic director with a foreign nationality director. The other two indicators of institutional differences that we use concern legal origin and variety of capitalism. Both these variables show positive relationships with board diversity. These results indicate the importance of formal institutions in explaining the appointment practices of foreign nationality directors in the UK. The findings are also consistent with the idea that formal institutions are part of the same underlying institutional make up that facilitates the appointment of foreign nationality directors. To obtain full model results, we regress foreign nationality directors on shareholder heterogeneity, firm market heterogeneity, CEO power and the three institutional variables. Column 5 provides the results, which are largely in line with those reported above. The coefficients on the control variables are also generally consistent with expectations. 
5.1. Board meetings attendance


Although there seems to be a greater understanding of what a board with diverse talent and perspectives can do to meet the varying needs of a firm, theoretical predictions are inconclusive on foreign nationality directors’ incentives to attend board meetings. Foreign directors’ physical movements can be particularly restricted as they travel overseas to attend board meetings (Masulis, Wang and Xie, 2012). On the other hand, foreign nationality directors may be enthusiastic enough to overcome these challenges as attending board meetings means having the opportunity to meet and share “inside” information with the firm’s senior management (Adams and Ferreira, 2009). Their interest may intensify when a board deals with a complex or urgent matter. In this section, we therefore investigate foreign nationality directors’ attendance behavior by estimating a probit model. The dependent variable is one if the director did not meet the 75% attendance threshold in a given year and zero otherwise. The regressions include control variables relating to director characteristics such as age, gender, tenure, and other directorships. We also include board-level controls such as the fraction of independent directors on the board. 

Table 4 provides the results. Column 1 shows a negative relationship between foreign directors and the attendance problem, as the coefficient on the foreign director dummy is negative and statistically significant. The coefficients on the control variables generally have expected signs, which remain consistent. These results are at odds with the findings of Masulis, Wang and Xie (2012) who underline the difficulties that foreign directors face in terms of travelling long-distances to attend board meetings. It is further argued that the lack of physical proximity to the companies on whose boards foreign directors sit can create difficulties in their relationships with the company management (Miletkov, Poulsen and Wintoki, 2014). These difficulties may impose additional costs in terms of foreign directors not being able to attend board meetings regularly. If foreign directors are located thousands of miles from the corporate headquarters, then it would be difficult for them to perform their board functions optimally. For example, foreign directors of both U.S. and South Korean firms often miss board meetings (Masulis, Wang and Xie, 2012). However, it is also important to note that the majority of the UK company boards are located in London, which means that overseas travellers could easily combine their official visits with some leisure activities. To account for these possibilities in our analysis, we create a dummy variable of foreign directors whose companies’ headquarters are located outside London and replicate the analysis of Column 1. Our finding (see Column 2) indeed confirms the results of Masulis, Wang and Xie (2012). It suggests that foreign nationality directors whose company boards are located in London are more regular in terms of board meetings attendance, implying that lack of physical proximity may be compensated by other external environmental factors
. 
[Insert Table 4 about here]

As indicated above, a better attendance record means that a director will likely have the opportunity to obtain information about firm operations on a regular basis, and keep abreast of all important developments that may directly affect her own role in the board. However, for these directors to have any impact on board effectiveness, it is also necessary that they influence the way the board operates. This requires that foreign nationality directors affect the attendance record of the other members of the board. Recall our earlier argument that foreign directors attend more meetings because they want to familiarize themselves with the company affairs. To examine these possibilities in our data, we restrict the sample to domestic directors and replicate the analysis of Column 1, with the fraction of foreign nationality directors included as the explanatory variable
. Column 3 provides the results, which show that the coefficient on foreign directors is negative and statistically significant. It suggests that with diverse boards, fewer attendance problems occur at the board level. There may be a concern that nationality diversity correlates with omitted firm-specific variables such as company culture. To deal with such omitted, time-invariant firm characteristics, we run firm fixed effects regressions in Column 4, and find no significant change in the results. These analyses indicate that foreign directors have a meaningful impact upon the workings of the boards on which they sit. They not only show greater sensitivity to their own attendance record but also indirectly affect the overall behavior of the group. These behaviors are important as board meetings, which are held only infrequently, are the only major source of information about company-specific operations.
5.2. Board committee assignments

Boards of directors are responsible for ratifying the decisions of top executives and monitoring their performance (Fama and Jensen, 1983; Dewally and Peck, 2010). The agency role of directors refers to these functions, variously examined in terms of the management control model, the corporate control role, and the agency perspective on board governance (Hermalin and Weisbach, 2006). These models call for an alignment of interests between shareholders and managers through an appropriate composition of the board, with boards comprising a significant number of independent directors (Fama and Jensen, 1983). As discussed, another mechanism that might be equally valuable in creating an alignment between shareholders and managers is directors’ national background. Similar to outside/independent directors, foreign directors are also likely to perform their monitoring functions objectively and independently, as they are less likely to become captive to incumbent management owing to their dissimilar backgrounds. It can be reflected in how they participate in board meetings, carry out different committee assignments, and monitor top executive pay.
Among other things, committees have a very important practical role to play in board governance (Klein, 1998; Kesner, 1988; Vafeas, 1999). While boards take responsibility for overall strategic and operational matters, audit, corporate governance, nominating, compensation, and executive committees perform specialized tasks. Adams and Ferreira (2009) find the first four committees to be the most important for monitoring purposes. Boards may delegate important task functions to standing committees reporting directly to the main board (Klein, 1998). For example, the audit committee may be delegated the task of financial reporting and communicating with an external auditor
. Committee assignments may also reflect director competencies in specialist areas such as compensation. Although compensation committees normally avail the services of compensation consultants, they may still have to interpret compensation data and any consequent analysis to justify the adoption of a particular compensation plan. One can thus assume that directors who sit on such committees have a greater chance of influencing board proceedings, not least because they can provide specialist input into the decision-making process. In the present context, we ask whether the deployment of foreign nationality directors sheds any light on particular task assignments within boards. For example, if there is any benefit of a foreign director becoming a member of a particular committee. Such an analysis is likely to be useful in evaluating the intensity of director monitoring and resource provision. Our next task therefore is to examine whether committee assignments vary by foreign nationality directors in our sample. 
[Insert Table 5 about here]

To do so, we conduct linear probability regressions and present the results in Table 5. We restrict the sample for each committee type to firms that have a committee of that type
. Our dependent variable is whether, in a given year, a foreign director sits on at least one of the four committees that include compensation, audit, nominating, and corporate governance committees. We also examine the same relationship for each committee type. Our controls now include board size, fraction independent directors, age, gender, tenure, other directorships, as well as board meetings and committee meetings. As shown in Column 1, the probability of foreign nationality directors sitting on at least one of the committees mentioned is 4.3 percentage points higher than their local counterparts. Compensation committee results are presented in Column 2. In this case, the likelihood that foreign nationality directors sit on such a committee is 6.9 percentage points higher than domestic directors. Moreover, we can see from Columns 3 and 5 that foreign nationality directors are 1.5 and 2.7 percentage points more likely to be members of audit committees and corporate governance committees, respectively. The fact that foreign nationality directors sit on these important monitoring committees also suggests that boards attach great importance to the issue of committee assignment. Yet, foreign nationality directors are less likely to be appointed to nominating committees than their local counterparts (the coefficient on membership of nominating committees is negative). One reason perhaps might be that foreign nationality directors are less knowledgeable about domestic labor market conditions from which most board directors are drawn. It is unlikely that low representation on nominating committees is some evidence of discrimination against foreign nationality directors. Overall, these results suggest that, the degree to which foreign directors’ involvement in important monitoring and resources committees is concerned, they actively engage in board operations.
5.3. Governance structure

As we have assumed earlier, director monitoring of manager decisions is a critical element of board effectiveness insofar as it aligns the interests of managers with those of shareholders. Principal-agent theory suggests that individuals are paid in relation to the effort they put forth, which implies that better governed firms are less likely to overpay their directors (Hermalin and Weisbach, 2006; Stulz, 1988). However, firms may set their managers’ contracts to reflect the risks taken by them as when their pay is linked to firm equity. In this way, firms are likely to compensate managers for extra risk, resulting in higher level of total pay for managers. In addition, Westphal and Zajac (1995) find evidence consistent with the view that CEOs attempt to influence the director nomination process and hire directors who are demographically similar to themselves. There is also the evidence that CEO compensation is higher when CEOs and directors are demographically similar.


Given this regularity (i.e., demographic similarity between CEOs and directors being associated with higher CEO compensation), it will be interesting to know the nature of this relationship when such similarities do not exist e.g., when boards include foreign nationality directors. In our regressions, we include firm fixed effects to account for the possibility that firms have better governance regimes, that is, there are higher performance thresholds for a CEO. We thus examine two aspects of CEO pay: the fraction of CEO incentive-based pay ln((Fraction CEO Incentive Pay/(1 - Fraction CEO Incentive Pay)) + ε), where ε is a very small number, in Column 1 and Column 2 of Table 6, and total CEO compensation ln(Total CEO Compensation) in its Column 3 and Column 4.

[Insert Table 6 about here]


We use an ordinary least squares (OLS) regression to estimate the results, reported in Column 1 (logtransform(Fraction CEO Incentive pay)) and Column 3 (In(Total CEO compensation)) of Table 6. We control for both firm-level characteristics and CEO characteristics that likely affect compensation. Specifically, we include CEO age, gender and tenure as control variables. We also control for director independence, board size, log(sales), volatility, and Tobin’s q. Firm fixed effects are included in Column 2 and Column 4 specifications. As expected, the coefficient on foreign directors is positive and statistically significant (Column 1). It suggests that the proportion of overall director compensation that is paid in stock options and deferred shares is higher in firms when foreign nationality directors are represented on boards. One can argue that equity holders may not like the use of equity-based compensation but we do not find such an effect. As we have seen above, foreign nationality directors play an active role in the board’s compensation committees, so the present result only confirms our earlier finding that foreign nationality directors have a major influence on the levels achieved in CEO compensation. It is thus not surprising that CEOs attempt to influence the director nomination process to their favor, as earlier found by Westphal and Zajac (1995). The coefficient on foreign nationality director is still positive when we re-estimate the specification in Column 1 (excluding industry dummies) with firm fixed effects (Column 2), suggesting that the effect of nationality diversity on performance pay for directors is not driven by unobservable timeinvariant firm characteristics. We carry out the same analysis in Column 3 and Column 4 with the natural logarithm of total CEO compensation as the dependent variable. In both specifications, the foreign director dummy is positively related to total compensation. We can thus draw the conclusion that diversity improves board oversight of its executives as seen in its critical role in the CEO pay-setting process.
6. Firm value and diverse nationality boards
Our preceding analyses suggest that heterogeneity in both the firm’s ownership base and its operations have a positive effect on the incidence of nationality diversity on board. The question we want to address in this section is whether such relationships also translate into a positive impact on firm performance. Our hypotheses suggest that directors with a diverse nationality background are likely to provide better monitoring of firm managers and promote product or geographic diversification, motivated as they are to identify themselves with firm owners as well as having the ability and willingness to provide expert advice. Boards are likely to have a say in the major investment decisions of the firm. There is an extensive financial literature suggesting that exploiting investment growth opportunities is a key consideration that occupies those who are at the helm of affairs (Stulz, 1988; Netter, Poulsen and Stegemoller, 2009). We use Tobin’s q as a measure of firm value; ROA is our alternative performance measure. The control variables include board size, fraction independent directors, log(sales), leverage and volatility. We estimate the following equation.

Firm Performance = β0 + β1 (Foreign Directors) +                                                                                         β2(Shareholder Heterogeneity) + β3(Product Market Heterogeneity) + β4(CEO Power) + β5(Institutional Stock) + β6(Legal Origin) + β7(Economic System) + β8-12(Control Variables) + β13(Industry Dummies) + β14(Year Dummies) + ε,   (2)                                                                                                 
where Foreign Director is a dummy variable that is equal to one if the firm has a foreign nationality director in a given year, Shareholder Heterogeneity is measured as the percentage of common shares held by foreign investors in a firm; Product Market Heterogeneity is measured as the number of subsidiary operations in foreign countries; CEO Power is the fraction of the aggregate top-five compensation packages captured by the CEO; Institutional Stock is measured as percentage of shares owned by institutions owning 5% or more; Legal Origin denotes one if a foreign director’s home country has UK law as its primary legal structure; and Economic System denotes one if a foreign nationality director’s home country has a liberal market economy such as the UK.  Control Variables include board size, fraction independent directors, log(sales), leverage and volatility.
Table 7 presents the results on the impact of board nationality diversity on firm value and performance. We first discuss results for Tobin’s q as presented in Column 1. The relationship between foreign directors and Tobin’s q is positive and significant at the 1% level. This suggests that diverse nationality boards positively affect company value. The positive correlation between performance and board diversity is compatible with the results reported by Carter, Simkins, and Simpson (2003) and others. In the present case, the differing perspectives and contacts that foreign directors bring to the board may be particularly relevant for a firm’s strategy that puts a premium on geographic and/or product diversification. Column 3 contains data on ROA. We again find that the coefficient on foreign directors is significant positive. This result suggests that having foreign nationality directors on boards is a way of enhancing firm value possibly through their contributions to operational improvements. 
To address the concern that omitted firm variables may be driving these results, we re-estimate these specifications using firm fixed effects. This method is advantageous as fixed-effects regressions focus exclusively on the variation within the same firm over time, whereas OLS takes into account the variation in the variables both across firms and time. The results are presented in Column 2 for Tobin’s q and Column 4 for ROA, respectively. Our results remain unchanged.
[Insert Table 7 about here]

6.1. Firm value and diverse nationality boards: Supplementary tests
The above results indicate that foreign nationality directors improve firm performance through their effect on board monitoring and resource provision. In other words, the direction of causality runs from foreign nationality directors to firm performance. It could be argued, nevertheless, that the direction of causality might be reversed, i.e. only firms with higher levels of performance recruit foreign nationality directors. This suggests that identifying the causality of such relationships is fraught with serious difficulties. To mitigate these concerns, we employ the two-stage least squares (2SLS) technique. This method requires an instrumental variable that is related to foreign directors but that does not affect firm performance except through foreign directors. 
We employ the following two-stage IV-2SLS regression model:

Stage 1: Board Diversity = β0 + β1(Director Networks) + β2(Cross-listing) + 
β3-7(Control Variables) + Β8(Industry Dummies) + β9(Year Dummies) + ε, (3)                                                                                                                                                                      
Stage 2: Firm Performance = γ0 + γ1(Predicted Value of Board Diversity) + γ2-6 
(Control Variables) + γ7 (Year Dummies) + ε.                                          (4)
In the present context, economic reasoning suggests that there could be a number of factors that influence the behavior of foreign nationality directors without affecting firm performance. We need to find an instrument that is correlated with the fraction of foreign nationality directors on the board, but (essentially) uncorrelated with firm performance, except through variables we control for. There is a large body of literature on director networks, which generally assumes that director networks are to the benefit of the companies in which they work (Larcker and Wang, 2010). For instance, social networks appear to affect director appointments and the dynamics of the board (Cohen, Frazzini and Malloy, 2008; Fracassi and Tate, 2010). Directors’ career networks and personal connections with other resources are of benefit to the board, and form their social capital (Burt, 1992). This suggests that the more connected foreign directors are to domestic directors, the more foreign directors should be observed. It is in this context that, in their study of gender-diverse boards, Adams and Ferreira (2009) employ an interesting IV instrument, which is the fraction of male directors on the board who sit on other boards on which there are female directors. Adams and Ferreira (2009) assume that the greater this fraction is, the greater the gender diversity on the board should be. We also follow this line of argument in constructing our instrument as in our sample data we can observe networks that occur because directors sit on multiple boards. Thus, our instrument is the fraction of domestic directors on the board who sit on other boards on which there are foreign directors. This instrument should be correlated with the fraction of foreign directors; however, as observed above, it must be uncorrelated with performance except through control variables included in the regression. For instance, one possibility is that our instrument is a proxy for the connectedness of the board, which could be correlated with performance. We control for two more direct measures of board connectedness in our performance regressions: the total number of external board seats held by directors and the total number of domestic directors’ external board seats. As we find, our results do not change in any significant manner (we do not report these results here). We also considered the fraction of total board seats in other firms with foreign directors as an alternative instrument. However, our results are not sensitive to this control variable. 
Secondly, as one may argue, there can be a wide variety of factors that attract foreign nationality directors to recruiting firms. These factors can range from a firm’s employment policies to the market standing of the firms in the eyes of investors and market commentators. Another factor that may attract the attention of foreign nationality directors to a recruiting firm is its cross-listing on a foreign exchange. Such firms’ cross-listing is unlikely to directly affect the performance of a firm and therefore we use it as our second instrumental variable. We create cross-listing as an indicator variable equal to one for firms that are cross-listed on a foreign exchange at the beginning of our sample period. In the second stage, we regress firm performance on the predicted value of board diversity. We perform a procedure to confirm the endogeneity of board diversity to justify the use of the instrumental variable technique (Hausman, 1978; Hayashi, 2000; Stock and Yogo, 2005). It involves conducting OLS and IV-2SLS regressions to investigate whether both provide similar estimators, and therefore a rejection of the null hypothesis. We reject the null hypothesis as we obtain a χ2-statistic of 12.09. Furthermore, we perform Sargan’s (1958) test of over-identifying restrictions to ensure that our instruments are appropriate. We find that the Sargan statistics are not significant, and therefore we are unable to reject the null hypothesis that our instrumental variables are uncorrelated with the residuals in the second-stage regression. This suggests that our instrument is acceptable. We further use an incremental F-test to measure the strength of the IVs (Greene 2000, p. 360). We first regressed the endogenous regressor against the exogenous variables in the model and then added the IVs. Subsequently, we conducted an incremental F-test for the explanatory power of these IVs. The null hypothesis is that the IVs do not add explanatory power. The p - values for the exclusion of the IVs suggest that the IVs are sufficiently strong (p < .01). To assess the strength of our instruments, we also used the Stock and Yogo (2005) weak instrument test that compares the first-stage F-statistic to a critical value that depends on the number of endogenous variables, and the size of the instrument set, among other things. The Cragg-Donald Wald F-statistics equal 76.83 and 82.45 which lie between the critical values for 15% and 10% maximal size (nominal size) (Stock and Yogo, 2005), suggesting that we can comfortably reject the null hypothesis of weak instruments. 
[Insert Table 8 about here]

Table 8 presents the results of two stage IV-2SLS regression model. Column 1 contains the first-stage results of the model. As expected, we find that the coefficients on Director Networks and Cross-listing are positive and significant, suggesting that domestic director networks and cross-listing of a firm have a strong influence on foreign nationality directors. Column 2 shows the second-stage results of the model. Column 3 contains fixed effect results. We have earlier discovered that the greater the heterogeneity of the shareholder base of a firm, the greater the likelihood that the firm board will be inhabited by the international directors. Our results also show a significant and positive relationship between heterogeneous shareholders and firm performance. Product market heterogeneity exhibits a significant and positive correlation with Tobin’s q, suggesting that, as firm market heterogeneity increases, firm value also increases. CEO power exhibits a negative relationship to firm performance, showing that powerful managers, measured as CPS, exert a negative effect on the firm. These results corroborate our earlier findings that suggest that powerful managers limit board heterogeneity. Column 3 presents fixed effect results, and, as can be seen, they are consistent with the findings presented in Column 2. Through these analyses, we have attempted to eliminate endogeneity, although it is often hard, if not impossible, to achieve such a goal. Nonetheless, these additional tests are likely to have increased our confidence in our results.
7. Conclusion
In this research, we examine the determinants and effects of board diversity by focusing on foreign nationality directors. There is now increasing recognition that firms choose board directors for their characteristics. We postulate that the institutional foundations of diverse nationality boards are also relevant to these firm choices. Formal institutions and corporate governance practices are often seen as complements (e.g., Greif, 1994) and estimating these variables may allow us to gauge the importance of foreign nationality directors in a nation’s corporate affairs. In our context, this means that if foreign directors have similar backgrounds as UK directors in terms of legal and economic systems then they will face, among other things, reduced communication costs. It is interesting to note that, in our study, many such directors come from a background that resembles the institutional stock of UK. As observed by Adams and Ferreira (2009), board directors rely heavily on executive managers to acquire relevant company information. It appears that foreign directors in the UK can gain access to all such information because they understand better the company’s institutional context.

Moreover, we argue that shareholder heterogeneity, product market heterogeneity and managerial power affect board diversity. The heterogeneity of shareholders as a determinant of foreign directors on boards is based on the assumption that shareholders need to mitigate the agency costs. Agency literature examines board composition as an outcome of choices made by company executives, which may mean suboptimal shareholder value when executives pursue their own self-interest (Fama and Jensen, 1983). Our other propositions are also derived from the literature; we maintain that the greater the market heterogeneity of the firm, the greater the level of board diversity. We also make linkages between diverse nationality boards and firm performance. There is a strong likelihood that firms with diverse nationality boards that successfully make inroads into other countries’ product and customer markets will have a greater chance of delivering value; however, all such relationships are mediated by CEO power. The more powerful the CEO is, the less likely it is that a diverse board will positively affect firm performance. Another important finding is that foreign directors are over-represented on committees, especially compensation committees, which indicate that these directors have a real say in how managers are rewarded. The effects of board diversity on CEO pay are also evident in our regression results. We can thus characterize these boards as active places of work and decision-making. Moreover, we find a positive relationship between diverse nationality boards and firm value. Even when we control for the possibility that there are omitted, unobserved firm characteristics, we do not find a measurably different outcome.
Masulis, Wang and Xie (2012) suggest that foreign directors are more likely to be associated with agency issues in US firms. As we have discussed in detail, the UK experience of shareholder activism is very different from the US experience, and these differences are reflected in the degree to which UK investors take a more nuanced approach toward corporate governance. They not only exercise their power via private meetings with company management, they are also active in the hiring and firing of independent directors. Moreover, US corporate management is protected from external corporate control through, for example, the board adoption of takeover defense mechanisms (Buchanan, Netter, Poulsen and Yang, 2012). This is, however, not the case in the UK where boards are not allowed to take such protective measures (Becht, et al., 2010). Our research on director diversity is useful in understanding the operations of boards in terms of their monitoring and advising capabilities. While previous research has mostly focused on the functional context of board directors, national origin is an important, yet under-studied aspect of corporate board diversity. We fill this gap by studying the motivations for the appointment of foreign nationality directors (see also Miletkov, Poulsen and Wintoki, 2014). As we report in this paper, their effects on board outcomes are positive and significant. We thus find evidence that supports the notion that diversity is useful in providing more varied perspectives, ideas and information, which, in turn, increase the capacity of the firm to make more informed and effective decisions.
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Table 1

Descriptive Statistics

Foreign Director is a dummy variable that is equal to one if the firm has a foreign nationality director in a given year (i.e. he/she is not a British national). Fraction Foreign Ownership is the percentage of common shares held by foreign investors in a firm. Overseas Subsidiaries is the number of subsidiary operations in foreign countries. CEO Power is the fraction of the aggregate top-five compensation packages captured by the CEO. Institutional Stock is percentage of shares owned by institutions owning 5% or more. Legal Origin denotes one if a foreign director’s home country has UK law as its primary legal structure. Economic System denotes one if a foreign nationality director’s home country has a liberal market economy such as the UK. Tenure is equal to the number of years the director has served on the board. Other Directorships is the number of board positions held in other firms by a foreign nationality director. Board Size is the number of directors on the board. Committee variables are dummy variables equal to one if a director sits on a committee of a given type. Fraction Independent Directors is the percentage of independent members on board (designated by the board as independent directors). Tobin’s q is the ratio of the firm’s market value to its book value of assets. Leverage is defined as the ratio of total liabilities to total assets. Volatility is calculated as the annualized standard deviation of monthly stock returns.
	VARIABLE
	MEAN
	Standard Deviation
	MIN
	MAX
	OBS

	Director Characteristics
	
	
	
	
	

	Foreign Director
	0.13
	0.43
	0
	1
	20,576

	Other Directorships
	0.86
	1.78
	0
	6
	20,576

	Committee Member
	0.78
	0.54
	0
	1
	20,576

	Audit Committee Member 
	0.32
	0.43
	0
	1
	20,576

	Compensation Committee Member
	0.45
	0.49
	0
	1
	20,576

	Corporate Governance Committee Member
	0.21
	0.37
	0
	1
	20,576

	Nomination Committee Member
	0.12
	0.28
	0
	1
	20,576

	Tenure
	5.92
	6.21
	0
	17
	20,576

	Age
	56.14
	7.83
	26
	68
	20,576



	Gender
	0.87
	0.28
	0
	1
	20,576

	Board Characteristics
	
	
	
	
	2,089

	Board Size
	5.28
	2.24
	3
	11
	2,089

	Fraction Independent Directors
	0.59
	0.22
	0
	0.88
	2,089

	Total CEO Compensation (thousands)
	1,763
	3,271
	0
	5,896
	2,089

	CPS
	27.83
	11.09
	13.46
	39.63
	2,089

	Firm Characteristics
	
	
	
	
	

	Sales (millions)
	1,923
	6,361
	0.26
	34,497
	2,089

	Log (Sales)
	6.54
	1.62
	-2.67
	9.23
	2,089

	Overseas Subsidiaries
	9.73
	11.98
	1
	39
	2,089

	Fraction Foreign Ownership
	0.19
	1.45
	0.01
	0.38
	2,089

	Institutional Stock
	7.23
	8.64
	0.00
	43.56
	2,089

	Legal Origin

   UK Law

   French Law

   Other Legal Origin
	0.638

0.243

0.119
	0.600

0.420

0.440
	0.00
0.00

0.00
	1
1

1
	2,089
2,089

2,089

	Economic System

   Liberal Market

   Economy                                 

   Coordinated Market

    Economy

    Other Capitalism
	0.456
0.067

0.477
	0.520
0.245

0.420
	0.00
0.00

0.00
	1
1

1
	2,089

2,089

2,089

	Tobin’s q
	2.28
	2.98
	0.36
	68.12
	2,089

	Volatility
	0.53
	0.27
	0.07
	0.97
	2,089


Table 2

Comparisons of Firms with Foreign Directors to Those Without

The results of difference of means tests between firms with diversity boards (with foreign nationality directors) relative to firms with homogeneous boards (without foreign nationality directors) are provided. 
	Firm characteristics
	Mean for firm–years with foreign directors

n = 1,213
	Mean for firm–years without foreign directors

n = 974
	Difference

	Board Size
	7.89
	4.32
	3.57***

	Overseas Subsidiaries
	17.24
	8.67
	8.57***

	Fraction Foreign Ownership
	11.67
	6.23
	4.44***

	Institutional Stock
	8.39
	6.84
	1.55***

	Log(Sales)
	5.32
	3.97
	1.35***

	Tobin’s q
	2.63
	2.51
	0.12***

	Volatility
	0.28
	0.46
	-0.18***


*** Significant at the 0.01 level.

Table 3

Determinants of Diverse Nationality Boards
The dependent variable is Foreign Director. Shareholder Heterogeneity is the percentage of common shares held by foreign investors in a firm. Product Market Heterogeneity is the number of subsidiary operations in foreign countries. CEO Power is the fraction of the aggregate top-five compensation packages captured by the CEO. Institutional Stock is percentage of shares owned by institutions owning 5% or more. Legal Origin denotes one if a foreign director’s home country has UK law as its primary legal structure. Economic System denotes one if a foreign nationality director’s home country has a liberal market economy such as the UK. Column 1 examines the relationship between shareholders heterogeneity and foreign directors. Column 2 investigates the relationship between a firm’s international operations and foreign directors. Column 3 examines the influence of CEO power on the firm’s board diversity policy. Column 4 investigates the relationship between institutional stock and foreign nationality directors. Column 5 provides the full model results. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. The standard errors are corrected for potential heteroskedasticity, and two-tail t-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level.
	
	(1)
	(2)
	(3)
	(4)
	(5)

	Shareholder Heterogeneity
	0.841*** (8.51)
	
	
	
	0.346*** (6.56)

	Product Market Heterogeneity
	
	0.853*** (9.67)
	
	
	0.387*** (7.36)

	CEO Power
	
	
	-0.448***

(6.65)
	
	-0.139*** 

(5.24)

	Institutional Stock
	
	
	
	0.813***

(7.36)
	0.259***

(9.42)

	Legal Origin
	
	
	
	0.643***
(6.37)
	0.356***
(11.87)

	Economic System
	
	
	
	0.365***
(5.26)
	0.286***
(8.63)

	Board Size
	0.022** (1.17)
	0.084** (3.13)
	-0.061** 

(2.75)
	-0.048**
(1.26)
	0.043** (6.53)

	Fraction Independent Directors
	0.065*

(2.18)
	0.032** (1.05)
	0.021* (1.37)
	0.018*
(1.13)
	0.079*

(1.62)

	Age
	0.075** (3.53)
	0.044

(1.47)
	-0.028

(-1.07)
	-0.026
(-1.53)
	 0.036

 (0.65)

	Gender
	0.156 

(2.43)
	0.282

(3.25)
	 0.023 (1.04)
	0.016
(2.74)
	0.067

 (3.35)

	Tenure
	-0.138* 

(1.43)
	0.026

(0.39)
	-0.035** 

(2.72)
	0.046
(0.31)
	-0.046** 

(1.34)

	Other Directorships
	0.175** (3.62)
	0.052

(2.48)
	0.014

(2.43)
	0.056
(2.38)
	0.041

(3.39)

	Log(Sales)
	-0.034

(2.05)
	-0.065 

(2.17)
	-0.018** 

(1.68)
	-0.043
(1.51)
	0.033

 (3.84)

	Leverage
	0.083 

(2.05)
	-0.072

(1.64)
	 0.057

(4.63)
	0.076
(2.38)
	0.053

(1.06)

	Volatility
	0.018**

(4.55)
	 0.242***

(5.14)
	 0.054*** 

(7.32)
	0.149***
(6.95)
	0.157*** 

(7.13)

	Tobin’s q
	-0.041 

(0.19)
	-0.195

(1.04)
	-0.022 

(0.18)
	-0.036
(0.09)
	-0.028 

(0.06)

	R2
	0.215
	0.391
	0.242
	0.336
	0.314

	Industry effects
	Yes
	No
	Yes
	Yes
	No

	Time effects
	Yes
	No
	Yes
	Yes
	No

	Number of observations
	1,756
	1,756
	1,756
	1,756
	1,756


TABLE 4
Nationality Diversity and Directors’ Attendance Problem

Board meetings and Committee meetings are yearly board and committee meetings, respectively. Outside London Headquarters is a dummy variable that is equal to one if the foreign nationality director’s company headquarter is based outside London. Column 1 examines the relationship between foreign director and the attendance problem. In Column 2, the dependent variable is foreign directors whose companies’ headquarters are located outside London. Column 3 investigates the relationship between foreign directors and the attendance problem when the sample is restricted to domestic directors. Column 4 provides the firm fixed effects regression results. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. The standard errors are corrected for potential heteroskedasticity, and absolute values of robust z-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level.
	
	(1)
	(2)
	(3)
	(4)

	Foreign Director
	-0.128*** (6.32)
	
	
	

	Outside London Headquarters
	
	0.156*** 
(8.23)
	
	

	Fraction Foreign Directors
	
	
	-0.384**

(2.48)
	-0.028* 
(2.54)

	Shareholder Heterogeneity
	-0.038** (2.23)
	0.046*** 
(5.35)
	-0.095*** (4.86)
	-0.072*** (6.43)

	Product Market Heterogeneity
	-0.037**

(1.68)
	0.048*** 

(5.38)
	0.018*** 

(7.56)
	0.019*** 

(9.38)

	CEO Power
	-0.362***

(9.48)
	0.378***

(5.76)
	-0.376***

(6.35)
	0.521***
(13.62)

	Institutional Stock
	0.385***

(8.86)
	0.324***

(9.36)
	0.391***
(9.76)
	-0.248***

(6.85)

	Legal Origin
	0.254**

(3.63)
	0.335**

(2.77)
	0.265**
(2.88)
	0.217**
(2.32)

	Economic System
	0.278**

(2.38)
	0.298**
(2.34)
	0.135**
(1.60)
	0.234**
(2.26)

	Board Size
	0.065**

(2.18)
	0.043*** 
(1.05)
	0.092** 
(2.37)
	0.037*

(1.62)

	Fraction Independent Directors
	0.074** (2.53)
	0.048
(1.47)
	-0.025 

(1.07)
	-0.036
 (0.65)

	Board Meetings 
	-0.031*** (6.17)
	-0.126* 
(1.37)
	-0.193 

(1.65)
	-0.065 

(1.12)

	Committee Meetings
	0.044

(0.38)
	-0.036
(0.64)
	-0.081 

(0.23)
	0.193

(2.78)

	Age
	-0.134*** (7.43)
	0.026
(0.39)
	-0.038** 
(1.72)
	-0.042*** (9.34)

	Gender
	-0.048 

(2.05)
	-0.027** 
(1.64)
	-0.058** (4.63)
	-0.055** (1.06)

	Tenure
	-0.185 (2.43)
	-0.282**

(3.25)
	-0.092** (1.04)
	0.016* 
(3.35)

	Other Directorships
	0.137** (3.62)
	0.085*

(2.48)
	0.041** 
(2.43)
	0.064** (3.39)

	Log(Sales)
	-0.031
(1.05)
	-0.016* 
(2.17)
	-0.011* 
(1.68)
	0.013* 
(3.84)

	Volatility
	-0.021

(0.55)
	-0.034 

(1.14)
	-0.056 

(0.32)
	-0.135 

(0.13)

	Tobin’s q
	-0.014 

(0.19)
	-0.192 

(1.04)
	-0.027
(0.18)
	-0.052 

(0.06)

	R2
	
	
	
	0.117

	Industry effects
	Yes
	Yes
	Yes
	No

	Firm fixed effects
	No
	No
	No
	Yes

	Number of observations
	16,496
	5,863
	9,325
	16,496


Table 5
Board Committee Composition and Foreign Directors
We use individual level data to conduct our analysis. Board meetings and Committee meetings are yearly board and committee meetings, respectively. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. The standard errors are corrected for potential heteroskedasticity, and two-tail t-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level.
	
	(1) Committee member
	(2) Compensation committee member
	(3) 

Audit committee member
	(4) Nominating committee member
	(5) Corporate governance committee member

	Foreign Director
	0.046*** (4.15)
	0.159*** 

(5.47)
	0.034*** (9.38)
	-0.043*** (6.78)
	0.064*** (8.37)

	Shareholder Heterogeneity
	0.068*** (11.33)
	0.173*** (15.62)
	0.048
(0.23)
	-0.157 

(3.41)
	0.022*** (5.56)

	Product Market Heterogeneity
	0.038**

(3.87)
	0.032*** 

(7.47)
	0.029 

(1.31)
	-0.185 

(3.28)
	0.045 

(2.39)

	CEO Power
	-0.287***

(4.93)
	-0.514***

(6.81)
	0.143***

(16.93)
	-0.365

(2.78)
	-0.537***

(7.64)

	Institutional Stock
	0.058***

(6.62)
	0.034***

(8.38)
	0.026

(1.65)
	0.031***

(4.47)
	0.017

(1.35)

	Legal Origin
	0.037**
(2.35)
	0.056**
(3.47)
	0.044**
(1.25)
	0.038**
(1.56)
	0.067**
(2.34)

	Economic System
	0.127**
(2.65)
	0.148**
(2.73)
	0.173**
(2.36)
	0.185**
(3.49)
	0.156**
(2.37)

	Board Size
	-0.044 

(3.20)
	0.016 

(4.83)
	-0.048 

(2.02)
	0.031** (2.93)
	-0.088 

(2.11)

	Fraction Independent Directors
	0.055

(1.93)
	0.048** 

(1.38)
	0.089 

(0.80)
	0.034 

(0.49)
	-0.068 

(1.17)

	Board Meetings
	-0.188

(1.38)
	-0.047 

(0.98)
	0.016

(0.74)
	-0.023

(0.63)
	0.015

(0.26)

	Committee Meetings
	-0.014 

(0.25)
	-0.027 

(1.23)
	0.049 

(0.26)
	-0.210 

(0.04)
	0.025 

(0.02)

	Age
	0.027* (3.72)
	0.076* 

(4.43)
	0.032* (1.82)
	0.011** (2.14)
	0.035** (5.27)

	Gender
	0.045* (3.29)
	0.018** (6.54)
	0.014* (8.36)
	0.016** (5.46)
	0.013** (7.29)

	Tenure
	-0.057**

(8.13)
	0.019** 

(5.38)
	-0.022* 
(6.28)
	0.028** (4.33)
	0.043*** (8.21)

	Other Directorships
	-0.034* 

(1.73)
	0.063 

(1.04)
	-0.047 

(2.38)
	-0.029* (1.43)
	0.014 

(0.73)

	R2
	0.194
	0.163
	0.116
	0.098
	0.164

	Time effects
	Yes
	Yes
	Yes
	Yes
	Yes

	Number of observations
	16,496
	16,496
	11,868
	6,227
	6,632


TABLE 6 

Diverse Nationality Board and Chief Executive Officer Pay
Total Director Compensation is the sum of salary, bonus, stock options, restricted stock grants (valued at 100% of performance contingent awards), and other compensation. We calculate the value of stock options on the date of the grant using the Black-Scholes formula (see Conyon, Peck and Sadler (2009) for calculating the value of a European call option); Fraction CEO Incentive Pay is calculated as 1 – (Salary + Bonus)/ Total CEO Compensation. Column 1 provides the (logtransform(Fraction CEO Incentive pay)) results and Column 3 shows the (In(Total CEO compensation)) results. Column 2 (and Column 4) provides the firm fixed effects results. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. All regressions include year dummies, and the specifications without firm fixed effects include two–digit standard industrial classification industry dummies. The standard errors are corrected for potential heteroskedasticity, and two-tail t-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level.
	
	(1)
	(2)
	(3)
	(4)

	Foreign Director 
	0.124***

(8.04)
	0.137***

(15.63)
	0.168***

(7.44)
	0.137***

(9.42)

	Shareholder Heterogeneity
Product Market Heterogeneity
	0.027*** 

(6.36)

0.045
(0.83)
	0.057*** 

(8.01)

0.086
(0.23)
	0.084***
(5.47)

0.186***

(7.83)
	0.056***
(6.32)

0.143***

(9.28)

	Institutional Stock
	0.058***
(8.72)
	0.049***
(9.16)
	0.035***
(6.78)
	0.064***
(13.44)

	Legal Origin
	0.036*
(1.15)
	0.048*
(2.37)
	0.028*
(1.42)
	0.033*
(1.26)

	Economic System
	0.056*
(1.78)
	0.078*
(1.65)
	0.056*
(1.54)
	0.067*
(1.62)

	CEO Age
	0.072*

(0.04)
	0.051
(1.63)
	0.094
(2.18)
	0.035
(1.63)

	CEO Gender
	-0.013 

(0.92)
	-0.015
(1.68)
	-0.046
(1.25)
	-0.034
(1.52)

	CEO Tenure
	0.075**

(1.54)
	0.173**

(6.85)
	0.068*

(3.89)
	0.024
(0.01)

	Board Size
	0.036
(1.18)
	0.026 

(0.01)
	0.024
(1.16)
	0.017
(0.28)

	Fraction Independent Directors
	0.058**

(2.75)
	0.114**

(4.24)
	0.073**

(7.74)
	0.016*

(2.13)

	Log(Sales)
	0.337**
(8.17)
	0.283**

(4.91)
	0.172**

(14.16)
	0.287**

(11.37)

	Volatility
	1.176** 

(2.81)
	0.114 

(7.06)
	1.349**
(9.18)
	1.265** 

(4.78)

	Tobin’s q
	0.086*** 

(8.15)
	0.014*

(1.84)
	1.548**

(5.38)
	1.832**

(4.98)

	R2
	0.23
	0.55
	0.36
	0.68

	Industry dummies
	Yes
	No
	Yes
	No

	Firm fixed effects
	No
	Yes
	No
	Yes

	Number of observations
	1,756
	1,537
	1,537
	1,756


Table 7
Firm Value and Diverse Nationality Boards

The dependent variable in Column 1 and Column 2 is the natural logarithm of Tobin’s q. The dependent variable in Column 3 and 4 is ROA (ROA is defined as earnings before interest, tax, depreciation, and amortization (EBITDA) divided by the book value of total assets). Column 2 (and Column 4) provides the firm fixed effect results. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. The standard errors are corrected for potential heteroskedasticity, and two-tail t-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level.
	
	(1)
	(2)
	(3)
	(4)

	Foreign Director 
	0.026***

(7.57)
	0.038***

(9.11)
	0.254***

(11.64)
	0.186***

(8.53)

	Shareholder Heterogeneity
	0.085*** 

(8.37)
	0.027*** 

(4.44)
	0.287***

(7.43)
	0.254***

(9.86)

	Product Market Heterogeneity
	0.338*** 

(9.22)
	0.278**

(2.64)
	0.236**

(3.27)
	0.285***

(7.54)

	CEO Power
	-0.321***

(6.34)
	-0.156***

(7.38)
	-0.284*** 

(5.67)
	-0.136*** 

(9.42)

	Institutional Stock
	0.280***

(4.73)
	0.136***

(8.47)
	0.375***

(9.84)
	0.326***

(6.87)

	Legal Origin
	0.267**
(3.64)
	0.234**
(3.18)
	0.258**
(2.54)
	0.276*
(2.17)

	Economic System
	0.317**
(1.28)
	0.287**
(1.34)
	0.254**
(1.24)
	0.243
(1.59)

	Board Size
	-0.008 

(0.16)
	-0.004

(1.25)
	-0.008

(1.79)
	0.005 

(0.17)

	Fraction Independent Directors
	0.035

(0.13)
	0.027

(1.29)
	0.089

(1.11)
	0.014 

(0.13)

	Log(Sales)
	0.002 

(0.81)
	0.006* 

(2.10)
	0.170

(1.26)
	-0.044***

(5.48)

	Volatility
	-0.153**

(2.76)
	-0.048

(1.29)
	-0.175**

(2.43)
	-0.077

(0.52)

	Leverage
	0.068

(2.63)
	0.055

(1.32)
	0.252**

(3.23)
	0.168*

(3.71)

	R2
	0.311
	0.268
	0.563
	0.477

	Industry effects
	Yes
	No
	Yes
	No

	Time effects
	Yes
	Yes
	Yes
	Yes

	Firm fixed effects
	No
	Yes
	No
	Yes

	Number of observations
	1,756
	1,756
	1,643
	1,643


Table 8
Firm Value and Diverse Nationality Boards: Supplementary Tests
Column 1 presents the first-stage results of the IV-2SLS regressions. The second-stage results of the IV-2SLS regressions are provided in Column 2. Column 3 contains fixed effect results. The dependent variable in Column 2-3 is the natural logarithm of Tobin’s q. To control for serial correlation and heteroskedasticity, we use the Huber-White sandwich estimator (clustered on firm level identifier) for variance. The standard errors are corrected for potential heteroskedasticity, and two-tail t-statistics are reported in brackets. *** Significant at the 0.01 level. ** Significant at the 0.05 level. * Significant at the 0.10 level. 
	
	(1)
	(2)
	(3)

	Director Networks
	1.265***

(6.78)
	-
	-

	Cross-listing
	1.178***

(7.35)
	-
	-

	Foreign Director
	
	0.387*** 

(8.36)
	0.043*** 

(4.32)

	Shareholder Heterogeneity
	
	0.243**

(2.75)
	0.148*** 

(6.65)

	Product Market Heterogeneity
	
	0.248***

(9.19)
	0.075*** 

(5.43)

	CEO Power
	
	-0.083*** 

(5.42)
	-0.017***

(4.62)

	Institutional Stock
	
	0.237***

(13.38)
	0.467*** 

(5.76)

	Legal Origin
	
	0.327**

(2.76)
	0.365**

(2.54)

	Economic System
	
	0.284**

(2.45)
	0.219**

(3.73)

	Board Size
	0.149

 (3.74)
	0.162 

(3.32)
	0.075

(1.09)

	Fraction Independent Directors
	0.032** 
(2.36)
	0.133* 

(2.61)
	0.024 

(2.65)

	Log(Sales)
	0.002 

(0.06)
	0.001 

(0.03)
	0.036

(2.35)

	Volatility
	-0.002 

(0.09)
	-0.003 

(0.01)
	0.013 
(1.42)

	Leverage
	0.008 

(0.46)
	0.008 

(0.68)
	0.024 
(2.97)

	R2
	0.343
	0.428
	0.354

	Industry & Time effects
	Yes
	Yes
	Yes

	Number of observation
	1,756
	1,756
	1,756


Appendix I: Country distribution of Foreign Directors 

	Country
	Frequency
	Percent

	Australia
	132
	8.81%

	Belgium
	28
	1.86%

	Brazil
	19
	1.26%

	Canada
	64
	4.27%

	China
	9
	0.60%

	Finland
	5
	0.33%

	France
	78
	5.20%

	Germany
	146
	9.74%

	Hong Kong
	53
	3.53%

	India
	23
	1.53%

	Ireland
	158
	10.54%

	Israel
	21
	1.40%

	Japan
	54
	3.60%

	Kenya
	12
	0.80%

	Luxembourg
	4
	0.26%

	Mexico
	13
	0.86%

	Monaco
	12
	0.80%

	Netherlands
	44
	2.93%

	Norway
	23
	1.53%

	Poland
	9
	0.60%

	Qatar
	14
	0.93%

	Russia
	17
	1.13%

	Singapore
	5
	0.33%

	South Africa
	26
	1.73%

	Spain
	32
	2.13%

	Sweden
	27
	1.80%

	Switzerland
	16
	1.06%

	Taiwan
	6
	0.40%

	U.S.A
	412
	27.50%

	Zimbabwe
	36
	2.40%

	Total
	1,498

	100 



� FTSE is a share index of all UK companies listed on the London Stock Exchange.


� In the US, regulations restrict the amount of equity in which insurance companies can invest (i.e. a maximum of 2% of assets can be invested in a single company, while a maximum of 20% of assets can be invested in equity (Roe, 1990)).


� These include the Association of British Insurers and the National Association of Pension Funds.


� In this study, we focus on formal institutions. Informal institutions such as culture can also have an impact on board behavior and performance (e.g., Greif, 1994). However, carrying out such an analysis will be beyond the scope of this study.


� It is computed as (coefficient estimate on shareholder heterogeneity × one standard deviation change in shareholder heterogeneity) / average board diversity for the sample = (0.841 × 0.587)/13.1 = 3.77%.


�It is computed as (coefficient estimate on product market heterogeneity × one standard deviation change in product market heterogeneity)/average board diversity for the sample = (0.823 × 0.574)/13.1 = 3.60%.


�It is computed as (coefficient estimate on CEO Power × one standard deviation change in CEO Power) / average board diversity for the sample = (-0.436 × 0.586)/13.1 = 1.95%.


� It is computed as (coefficient estimate on institutional stock × one standard deviation change in institutional stock) / average board diversity for the sample = (0.813 × 0.579)/13.1 = 3.59%.


� This is an area for future research as, in this study, we are more concerned with analyzing the role of formal institutional factors. 


� We run all regressions in this section at the director level.


� In the UK, audit committees are not mandatory. But there is now a widespread recognition of the role of such committees (Collier, 1993).


� However, such an analysis could potentially lead to a sample selection problem. For example, firms that have large numbers of committees are more likely to be bigger, established firms. As these firms are more likely to have foreign directors, this could bias any inference from the analysis. We thank a referee for drawing our attention to this point.
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