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We build a model in which corporate governance allows for the adoption of an institution acting as a mechanism to control agency problems. Our model predicts that the incentive to adopt such an institution is decreasing in ownership concentration and increasing in free cash flow. Testing our theoretical model by means of a sample of 157 Italian listed companies over the period 2004-2007, we find that board composition favors independent members in firms with a large free cash flow, and executive members in firms with high ownership concentration, supporting the view of governance as a way to limit agency costs.

Introduction

A growing literature conveys the basic message that corporate boards should be designed to efficiently cope with the separation between ownership and control.

However, most contributions refer to environments where firms are public companies, as it is the case in the USA and in UK. In this article, we show that corporate boards are designed to improve efficiency also in countries where firms, even large ones, are characterized by a concentrated ownership, as it is often the case in continental Europe.

Although theoretically convincing, the idea of boards being designed in order to mitigate agency problems can not be taken for granted. It is often heard in policy circles that when firms are closely held, majority shareholders may be tempted to implement corporate governance structures allowing them to effectively direct firms' actions, without properly taking into account the concerns of other stakeholders (such as minority shareholders). This may occur even when it is doubtful that their decisions are consistent with the objective of maximizing firm's value.

The main purpose of this paper is to contrast the efficiency view of corporate boards with that in which corporate governance is organized around the extraction of private rents. To do so, we build a simple model in which a large shareholder can commit to pursue the general interest of shareholders. Despite its simplicity, our model adds to the literature as it allows the trade-off between the efficiency and the rent-extraction views to surface. Furthermore, it delivers testable relationships that can be taken to the data. We apply the predictions of our model to a sample of Italian listed firms. In Italy, closely held firms are the dominant model of corporate governance, so this country is a natural candidate to contrast the two above mentioned views on empirical grounds. Our results can however be of interest for other countries characterized by a high degree of ownership concentration as well.

In our model, a dominant owner -able to extract private benefits of control -may decide to introduce a governance institution in order to avoid the agency nance institution (e.g., the independent directors and the representatives of small shareholders in the board) works as a commitment device. By adopting it, the dominant owner implicitly commits to let the general interest of all shareholders prevail over her own private benefits. However, the adoption of the institution determines the emergence of interference and coordination costs.

Absent this institution, the equilibrium level of private benefits is negatively related with the degree of ownership concentration, since the incentives of the dominant owner are more aligned with those of the other shareholders when she retains a large stake in the firm. The extraction of private benefits is instead increasing in the level of free cash flow, since the latter can be considered as a proxy for the funds available for discretionary use. Hence, the incentive to adopt a governance institution as a monitor for agency costs is decreasing in ownership concentration and increasing in the firm free cash flow. Obviously, the governance institution should be adopted only when its benefits exceed its costs.

Our theoretical model predicts that the degree of board independence is decreasing in ownership concentration and increasing in the level of free cash flow.

Although the expected relationship between board independence and ownership concentration would be the same also under the alternative view of governance as a 'facilitator' of rent extraction by dominant owners, the predicted effect of free cash flow on governance is the opposite. In fact, an owner aiming at maximizing rent extraction would reduce board independence the larger is the scope for private benefits, i.e. the free cash flow.

In order to confront these contrasting views, we empirically investigate the governance of a large sample of listed firms in the Italian stock exchange, over members in firms where the free cash flow is large. This finding supports the view of corporate governance as a tool to control agency costs, rather than as a way to maximize rent extraction. Consistently with our theoretical model, we also find that executive members are the majority in the boards of firms with high ownership concentration and of family firms, where small shareholders are more protected by an 'incentive alignment effect'.

In a theoretical perspective, our paper is related to a number of recent contributions to the theory of corporate boards, highlighting the advisory and monitoring roles of directors and claiming that the optimal structure of the board emerges by balancing the costs and benefits of these two tasks (see, e.g., [START_REF] Adams | A Theory of Friendly Boards[END_REF][START_REF] Harris | A Theory of Board Control and Size[END_REF]. We add to this literature by highlighting the trade-off between the efficiency view and the rent-extraction view of corporate boards.

The results of our empirical analysis are consistent with a number of recent empirical studies, supporting the view that firms design their governance institutions in a way that allows them to minimize the agency costs arising from the separation between ownership and control. Cross-sectional evidence shows that the structure of boards -especially the degree of board independence -depend on firms' features affecting their specific contracting environment, such as their size, ownership concentration, insider ownership, sector of activity, and firm specific knowledge (see, e.g., Del Brio et Al., 2011;[START_REF] Linck | The Determinants of Board Structure[END_REF][START_REF] Lehn | Determinants of the Size and Composition of US Corporate Boards: 1935-2000[END_REF][START_REF] Boone | The Determinants of Corporate Board Size and Composition: An Empirical Analysis[END_REF][START_REF] Coles | Boards: Does One Size Fit All?[END_REF]. Most of this literature focuses on public companies and on the agency issues between ownership and management, while many of the firms in our sample are closely held so that the main agency problem is between large and small shareholders. where  max indicates the value of the firm in the absence of private benefits extraction,  denotes 's private benefits of control and  () -with  0 ()  0 and  00 ()  0 -is the cost of private benefits extraction. Furthermore, we assume that 0 ≤  ≤ , where  ≡  with 0   ≤ 1, and  denotes the firm's free cash flow.

We focus on a situation in which  sells an (exogenous) equity stake (1 -) to external dispersed investors (small shareholders), receiving a revenue denoted by . She however retains control over the firm for any relevant values of her stake . The utility function of the entrepreneur is given by

() +  + , ( 1 ) 
where () is assumed to be strictly concave, and (0) = 0. Note that the value of  is established after issuing equity, as we assume that it can not be contracted ex ante due to the incompleteness of contracts.

The assumption that the entrepreneur raises external funds in the form of equity enables us to focus directly on the conflict of interest between controlling and minority shareholders. The entrepreneur is interested in maximizing the value of the firm, at the same time maximizing her own private benefits of control.

The extraction of private benefits comes at a cost, which induces a reduction of the firm value. The scope for the extraction of private benefits is larger the higher is the firm's free cash flow, which is a measure of the funds available for discretionary use not being committed to any specific purpose (see [START_REF] Jensen | Agency costs of free cash flow, corporate finance, and takeovers[END_REF]. To capture this effect in the simplest possible way, we assume that there is an upper bound to the possibility of extracting private benefits, modeled as a fraction of the firm's free cash flow. The information regarding private benefits is typically not verifiable or too complex to be described in details, so that financial contracts cannot prescribe a specific level of , which creates a moral hazard External investors are risk neutral and, due to competition among them, they demand an expected return equal to the riskless rate of interest, which we normalize to zero.

After having issued equity, the entrepreneur takes  as given and solves

max 0≤≤  () +  [ max - ()] , ( 2 ) 
which is a concave problem. Therefore, the unique interior solution of the problem is given by the first order condition

 0 ( * ) =  0 ( * )  (3) 
which is necessary and sufficient for a maximum. Hence, the equilibrium level of private benefits is

  = ½  * if  *    otherwise. (4) 
By applying the implicit function theorem, it is immediate to see that (3) implicitly defines  * as a decreasing function of , so that   is decreasing in  in the interior solution case, and unaffected by  in the corner solution case. To the contrary, given that  is increasing in  by definition,   is increasing in  in the corner solution case and unaffected by  in the interior solution case. We can summarize the above discussion through the following

Proposition 1 The equilibrium level of private benefits   is a non-increasing function of  and a non-decreasing function of  .

According to Proposition 1, the separation between ownership (partly transferred to small outside shareholders) and control (fully retained by the entrepreneur) leads to an excessive level of private benefits. The entrepreneur is induced to increase her own private benefits, as she is able to shift part of their marginal cost to small shareholders, while retaining the full marginal utility -which is the well known result of [START_REF] Jensen | Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure[END_REF]. Furthermore, the incentive distortion is stronger the higher the values of the free cash flow, as a larger  makes it easier for  to extract private benefits. To evaluate the agency costs induced by the presence of moral hazard, it is useful to compute the utility level achieved by  in the benchmark case of complete contracts, and then compare it with that under contractual incompleteness.

If contracts were complete,  would be able to commit to a specific level of  before issuing equity, and to take into account how this level affects the selling price of equity:

 = (1 -) [ max - ()]. Hence, her decision problem would be max 0≤≤  () +  [ max - ()] +  = () +  max - () . (5) 
Therefore,  would set the level of  as if she retained the whole equity of the firm. The interior solution of Problem ( 5) is given by

 0 ( ) =  0 ( ), ( 6 ) 
and 's utility level is

( ) +  max -( ). ( 7 ) 
We focus on the interior solution case only, as it is natural to assume that   .

Otherwise, the agency problem does not emerge since the first best solution for  coincides with the equilibrium solution  because  *  .

However, the first best solution is precluded by the incompleteness of contracts. Since she can not commit ex ante,  sets the level of  after selling equity, hence taking the price as given. Investors anticipate the equilibrium level of private benefits   , which is incorporated into the selling price of equity

 * = (1 -) { max -(  )}.
Therefore, the equilibrium level of 's utility is given by

(  ) +  { max -(  )} +  * = (  ) +  max -(  ). (8) 
By taking the difference between the optimal level of utility (Equation 7))

and the equilibrium one (Equation ( 8)), we can write the agency cost as

 = (  ) -( ) - n (  ) -( ) o  0 (9)
that is positive by definition, since  is the argmax of ( 5). Therefore, the entrepreneur bears the full cost of the incentive distortion created by the ability to extract private benefits. The following proposition studies the relationship between the agency cost and the share of equity retained by the entrepreneur, as well as the firm's free cash flow.

Proposition 2 The agency cost , defined in Equation ( 9), is non-increasing in  and non-decreasing in  .

Proof. Focus on the interior solution case in which   =  * . By differentiating  with respect to , we get

  ¯= * = µ ( * )  * - ( * )  * ¶  *  , which, recalling that ( * )  * =  ( * )  * , can be rewritten as   = (1 -) ( * )  *  *   0, since (1 -) ( * )
 *  0 by assumption and  *   0, as shown above. As for the corner solution, in which   = , it is immediate to see that the agency cost is not affected by . This proves the first part of the proposition.

To show that  is non-decreasing in  , first observe that  * does not depend on  . Turning to the corner solution   = , one has

  ¯=  = µ ( )   - ( )   ¶    = µ ( )   - ( )   ¶ . Since ( )  = ( )  , it must be that ( )    ( )  because  2  ()  2
 0 and

 2 ()
 2  0. Hence, one has    0, which completes the proof of the proposition.

Proposition 2 shows that the agency cost (weakly) increases in the share

(1 -) of equity sold to dispersed shareholders and in the level of the free cash flow. As expected, the agency cost -due to an excessive extraction of private benefits -is increasing in the equilibrium level of private benefits. The latter in turn increases with (1 -) and  (as it has been shown in Proposition 1).

It follows that, in equilibrium, the cost of the incentive distortion is higher the lower is the fraction of equity retained by the entrepreneur, and the larger is the scope for the extraction of private benefits as measured by the free cash flow. In recent years, an increasing role has been assigned to 'independent' directors, who are supposed to act in the interest of all shareholders by reducing the possibility that the private benefits of large shareholders prevail over the maximization of the firm value.By allowing for the presence of a large share of independent directors in the board, an entrepreneur can commit to let the general interest of shareholders prevail over her own private benefits.

We introduce this issue into the model by assuming that, before issuing equity,  can adopt a governance institution  such that the decision over  is delegated to a third party who maximizes  () +  . By adopting the governance institution -e.g., by allowing for a strong independent component within the board - implicitly commits to leave the decision over the level of private benefits to someone who acts as if he were the full owner of the firm. This is equivalent to a commitment for setting  = . 1

The cost of this commitment is that the third party, entitled to decide over , can also interfere with the firm's management and impose constraints on investment decisions. As a consequence, the governance institution may cause inefficiencies in board's decision making (e.g., by possibly turning down some good investment opportunities). To model this circumstance, we assume that the adoption of the governance institution entails an interference cost , with  strictly larger than zero. Thus, a governance institution is adopted if and only if

  . ( 1 0 ) 
On the one hand, by adopting the institution the entrepreneur avoids the agency cost, due to her ability to extract private benefits of control. On the other hand, she incurs in the interference cost . Therefore, we can state the following proposition, the proof of which follows immediately from Proposition 2 and Condition (10).

Proposition 3 The incentive for the entrepreneur to adopt the governance institution  is non-increasing in  and non-decreasing in  .

1 It seems natural to assume that  has to decide whether to adopt the institution before issuing equity, reflecting the fact that the design of the governance rules is a long run decision, which cannot easily be modified afterwards. The higher is the equity share retained by the entrepreneur, the lower is the agency cost of private benefits, since her own incentives are better aligned with those of the other shareholders. Hence, the gain from adopting the governance institution is lower as well. To the contrary, a larger scope for private benefit extraction, measured by  , makes the agency problem more severe, which increases the incentives to adopt a governance institution.

Empirical analysis

We can identify the governance institution limiting the extraction of private benefits with the presence of independent members and of minority representatives in the board. Thus, the theoretical model of the previous section leads to clear testable propositions. In particular, based on Proposition 3, we expect that the degree of board independence is (1) decreasing in ownership concentration, and

(2) increasing in the free cash flow.

Additionally, our theoretical model predicts that the governance institution should improve firms' performance and value, as it is adopted only when the agency cost that it would allow to avoid exceeds the interference and coordination costs associated with setting-up the institution.

The empirical analysis of this section is primarily aimed at testing these statements. In doing so, however, we are able to derive additional evidence on the corporate governance of Italian listed firms and on its links with firms' performance, going beyond the direct implications of the theoretical model. The resulting cluster-robust standard errors provide overall the same information on the statistical significance of the estimated coefficients as those reported in the tables.

Dataset and methodology

Ownership concentration and board composition

The first testable implication of our theoretical model concerns the negative expected relationship between board independence and ownership concentration.

Tables 1 and2 provide strong evidence in this direction.

[INSERT TABLES 1 AND 2 ABOUT HERE]

The first row of Table 1 shows that the share of executive members in a board increases with ownership concentration, consistently with the theoretical model. Table 2 (first row) shows that the likelihood of observing the presence of a minority list in the election of the board is decreasing in ownership concentration.

Family ownership plays a role that is similar to that of ownership concentration: the control over a 'family firm' is typically shared among a few individuals belonging to the same family, which enhances the concentration of power in the hands of a few large shareholders pursuing the same interest. Therefore, we may expect that the family ownership dummy affects the dependent variables in quite the same way as ownership concentration. Indeed, family ownership leads to boards with a larger share of executive members and less independent members and minority representatives (see Table 1), as well as to a smaller probability of observing executive and compensation committees (see Table 2).

Estimates are available from the authors upon request. We also find that firms having concentrated ownership and family firms appear having smaller boards, with fewer independent members and minority representatives included in the board. We may interpret this as evidence that controlling owners prefer smaller boards in which executives play a key role, in order to improve efficiency and to avoid the coordination problems affecting large boards. 3 Similar considerations apply to committees, which are less likely to be present when ownership concentration is higher.

Our evidence shows that the widely used shareholders' agreements play a significant role in shaping the boards of Italian listed firms. 4 These agreements have often the purpose of reaching a specific composition of the board of directors,

where each participant is entitled to appoint a given number of directors. Table 1 (third row) shows that boards include a larger fraction of non-executive nonindependent members in firms where an agreement is present than in other firms.

Indeed, these directors presumably represent the large shareholders participating in the agreement. Furthermore, Table 2 (third row) shows that the existence of a shareholders' agreement increases the probability that an executive committee is present, pointing to the possibility that executive committees act as bodies where the coordination among the participants in the agreement takes place.

It is also interesting to note that the percentage of female members over total directors is on average about 4% higher in family firms than in other firms, which may be interpreted as indirect evidence of women's difficulties in reaching key positions in Italian corporations. These difficulties appear to be lower in family firms, where family members are more likely to be appointed as directors regardless of their gender, thus increasing the probability that a woman is included in the board.

Finally, all regressions in Tables 1 and2 have been run by adding controls for specific sectors, finding that the sector of activity plays a significant role in 3 See [START_REF] Kim | On the Determinants of Director Additions and Removals[END_REF] on the relationship between board size and directors' turnover. 4 Agreements of this type are diffused also in other European countries as a mean to deviate from the one-share-one-vote principle; see EU (2007). For analyses of the effects of shareholders'agreements on the governance of Italian firms, see e.g. [START_REF] Baglioni | Shareholders' Agreements and Voting Power. Evidence from Italian listed firms[END_REF]. shaping the characteristics of the board. 5 Three observations are of particular interest. First, the boards of high tech firms are smaller and with a larger share of executive members, most likely because of the strategic advising role of directors:

in high tech firms the need of specific knowledge, embodied in executives, is presumably larger than in other sectors. Second, financial firms have large boards with a significant fraction of independent members, which reduces the weight of executive members. This is probably due to the fact that most large Italian banks and insurance companies are at the core of a wide network of cross-ownerships and cross-directorships, involving also non-financial firms. Therefore, there is the need to adequately represent the interests of several relevant shareholders. The large size of the board may be, in turn, at the origin of the widespread use of executive committees in financial firms, as a way to improve the efficiency of the decision process, and to preserve the role of top managers within the board. 6 Third, the composition of the boards of utilities seems to reflect the prominent role of public ownership in this industry: more than half of the utilities included in our sample have in fact the public sector (either the central government, or municipalities) as their main stockholder. The public nature of utilities may help explaining the inclusion of many independent and minority members in the board, as representatives of the composite interests of the public shareholders.

Free cash flow and board composition

The second testable implication of our theoretical model concerns the positive relationship between the degree of board independence and firms' free cash flow.

Our empirical evidence strongly supports this theoretical prediction: as the free cash flow grows larger, the board composition shifts in favor of independent members (see Table 3). 5 The affiliation of a firm to a specific sector is based on the ICB code of each firm, as reported by Datastream. 6 Agostino et Al. (2005) investigate the relationship between ownership concentration and performance for Italian banks, finding that where ownership is more concentrated (abnormal) profits tend to be larger. In order to assess the ceteris paribus effect of the free cash flow on corporate governance, we control for firms' characteristics -namely, market value and growth opportunities -that are likely to exert additional effects on board structure. Table 3 shows the existence of a positive effect of firm size on the number of board members: the higher is the market value of a firm (a typical proxy for firm size), the larger is the size of its board. However, the impact of firm size is non-linear, indicating that as firm size grows, board size increases as well, but at a decreasing rate. Larger boards are able to include more (controlling and minority) representatives of shareholders: the coefficients of non-executive non-independent members and of minority members are both positive and significant. As a consequence, the share of executive members is decreasing in firm size. Larger boards are also more likely to be organized in committees in order to improve the efficiency of the decision process. Table 4 confirms that the probability of observing compensation and audit committees is increasing in firm size.

Turning to growth opportunities, measured by the market-to-book ratio, they call for specific knowledge to be fully exploited. Table 3 confirms that where such opportunities are more relevant the composition of boards shifts in favor of executive members, who are typically more endowed with specific skills.

Finally, the inclusion of controls for the specific features of different industries leads to results (see Tables 34) that are very much in line with those already shown in Tables 12.

Board composition and firms' performance

The third testable implication of our theoretical model is that firms adopt a governance institution whenever the benefits from doing so exceed the associated costs in terms of interference and coordination problems. Hence, one would expect that when a governance institution is adopted, performance and consequently firms' value improve. The econometric exercises shown in To the contrary, it appears that firms' performance is negatively affected by the share of independent members in the board, while it is positively affected by the share of executive members. This suggests that executives, by bringing specific knowledge, contribute to the efficiency of the decision process. Independent members, on the other hand, play mainly a monitoring role, so that all shareholders are represented and the extraction of private benefits by dominant owners is limited. This role may sometimes reduce the speed and efficiency of the board decision making process. Independent members may therefore be included in the board even when the cost of keeping under control the agency issue exceeds its benefit. This result is not consistent with our theoretical model, which suggests instead that governance institutions should not be adopted when it is too costly. However, at least two interpretations of this empirical finding may be proposed. The first is based on the effects of (self-)regulatory mechanisms (such as the Code of Conduct for listed companies) that may constrain the design of governance institutions, forcing listed firms to introduce an inefficiently large independent component in their boards. The second deals with the implications of reputational concerns that, even in the absence of explicit regulatory constraints, may induce some corporations to sub-optimally add independent directors.

Interestingly, the presence of a minority list seems to have a positive impact on the market value of firms (as measured by the market-to-book ratio), suggesting that the market appreciates the introduction of an institution aimed at protecting the interests of small shareholders. The same does not hold true for independent members, suggesting that financial markets consider the directors appointed by minority owners as being more effective than independent directors.

Our econometric specifications also provide indications on the use of committees in the organization of the board. In particular, on the one hand, the presence of an executive committee improves the efficiency of the decision process by separating the decision and the monitoring role of directors, leading in this way to a better performance. On the other hand, the presence of a compensation committee seems to increase risk (as proxied by the standard deviation of the share price), possibly due to the adoption of compensation policies introducing convex wage schedules (e.g., stock options), increasing managerial incentives to take risky strategies. 7 We finally control for the effect of board size on firms' performance. On the one hand, the addition of a new member to the board should have a positive effect regardless of her role: if an executive member, she provides specific skills improving the advisory role of the board; if an independent/minority member, she introduces an additional source of protection for small shareholders improving the monitoring role of the board. On the other hand, however, the inclusion of additional members beyond some threshold level might reduce the efficiency of the decision process by exacerbating coordination problems. Our estimates highlight the existence of such a trade-off: both the performance measures we consider -ROA and EBIT/assets -and the market-to-book ratio are increasing in board size, but the relationship is non-linear, pointing to a negative impact of board size beyond some threshold level.

Concluding remarks

The empirical evidence we provide in this paper supports the prediction of our theoretical model, confirming the view that corporate boards are designed in order to efficiently cope with the agency issues arising from the separation between ownership and control. To summarize our main results, we find that governance institutions aimed at protecting the general interest of shareholders -like independent directors, minority representatives and committees -are used more extensively where agency problems are more severe. In particular, we show that board composition favors independent members in firms where the free cash flow is larger. Conversely, it favors executive members in firms where ownership is more concentrated. Family ownership plays a role similar to that of ownership concentration, leading to boards with a large percentage of executive members.

7 See [START_REF] Baglioni | Managers' Compensation and Misreporting: 17 Page 17 of 24[END_REF] for a discussion of the role of options in managerial compensation and, more specifically, [START_REF] Ross | Compensation, Incentives, and the Duality of Risk Aversion and Riskiness[END_REF] for the effects of options on managers' risktaking attitudes.

16 As for the relationship between firm value and corporate governance, we find on the one hand that executive members exert a positive effect on performance, which is consistent with the view that executives -by bringing specific knowledge -contribute to the efficiency of the decision process. On the other hand, independent members seem to negatively affect performance, suggesting that their monitoring role may reduce the efficiency of the board decision making process.

This is somewhat puzzling, as it suggests that owners are willing to setup governance institutions favoring independent directors even when the cost of doing so exceeds the gains ensuing from their monitoring role, possibly due to the impact of (self-)regulatory constraints and/or reputational concerns. Better understanding this issue is a goal for future research.

Our empirical analysis also highlights a remarkable heterogeneity across firms in the adoption of governance institutions, depending on specific characteristics of corporations such as the degree of ownership concentration and the level of free cash flow. We have shown that the diverse governance mechanisms adopted by different firms are consistent with the objective of minimizing agency costs.

In this perspective, the paper has a strong policy implication, namely that the regulatory approach should not be one that imposes a detailed set of rules about the design of governance institutions. It should instead be aimed at providing a sufficiently general regulatory framework within which firms remain free to design their governance as an optimal response to their specific features. -208.099 -242.471 -228.342 -240.123 -170.811 -173.853 -267.632 -274.976 Probit models (marginal effects). Robust standard errors in parenthesis. 

  costs due to the incentive distortion associated to rent extraction. Such a gover-

  the time interval 2004-2007. Italian firms are indeed very closely held: on average about 57% of the ownership of all listed firms (the same percentage for those included in our sample) is accounted by the top three shareholders. Furthermore, about 33% of listed firms (36% in our sample) are controlled by a single family, and anecdotal evidence maintains that family firms are characterized by a very tight control by their owners, which may sometimes result in a weak representation of the remaining stakeholders.Our econometric exercises show that board composition favors independent 3

2

  The plan of the paper is as follows. Section 2 develops a simple theoretical model dealing with the design of corporate governance institutions under moral hazard. Section 3 describes our data set and methodology, and presents an empirical analysis of governance institutions for Italian listed firms. Governance institutions as a commitment device: a simple modelWe consider a common knowledge setup in which a representative entrepreneur, denoted by , owns an entirely equity financed firm of value  =  max - (),

  Our econometric analysis is based on a balanced panel of 157 firms listed in the Italian stock exchange over the period 2004-2007, collecting information on board and ownership structure, as well as on firms' characteristics and performance. A list of the variables included in the dataset, with the corresponding data sources and descriptive statistics, is given in the Appendix Table.
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 2 Analogous exercises conducted on the unbalanced panel of all listed Italian firms for the same time interval lead to results that are fully consistent with those reported in the paper.Our panel entails very little time-series (i.e. within-subject) information, as there is an extremely limited variability over time among all the board and ownership structure data included in our sample. Therefore, our econometric exercises essentially exploit only the cross-sectional dimension of the panel. For this reason, we resort to pooled cross-section regressions running time fixed effects by means of a set of time dummy variables, and checking for the presence of cluster effects.

  First column model: no utilities have an executive committee. Last column models: 2006 and 2007 year dummies positive and statistically significant at the 1% level.
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TABLE 4 . Free cash flow and board committees

 4 

	Independent variables				Dependent variable			
		Executive Committee Compensation Committeee	Audit Committee	Minority list
	ln(free cash flow)	0.028*	0.051***	0.015	0.002	-0.006	-0.012	-0.015	-0.021
		(0.015)	(0.017)	(0.013)	(0.015)	(0.010)	(0.010)	(0.018)	(0.018)
	ln(market value)	0.023	-0.005	0.054***	0.046**	0.047*** 0.046*** 0.073*** 0.020***
		(0.020)	(0.022)	(0.018)	(0.020)	(0.014)	(0.015)	(0.027)	(0.027)
	ln(mtb)	0.023	0.014	0.063	0.091**	0.063*	0.069*	0.015	0.020
		(0.037)	(0.037)	(0.041)	(0.041)	(0.034)	(0.035)	(0.051)	(0.047)
	Dummy High Tech	0.068		0.093*		0.005		0.138	
		(0.079)		(0.046)		(0.044)		(0.090)	
	Dummy Financials	0.342***		-0.229***		-0.100**		-0.028	
		(0.057)		(0.059)		(0.046)		(0.066)	
	Dummy Utilities	--		-0.007		-0.075		0.335***	
				(0.079)		(0.075)		(0.095)	
	Year dummies	Yes	Yes	Yes	Yes	Yes	Yes	Yes	Yes
	Nr.Obs.	467	499	499	499	499	499	499	499
	Pseudo R-sq.	0.176	0.070	0.115	0.070	0.106	0.091	0.225	0.204
	Wald Chi-sq.	86.16	31.06	47.37	32.99	31.13	27.00	124.36	119.15
	[p-value]	[0.000]	[0.000]	[0.000]	[0.000]	[0.000]	[0.000]	[0.000]	[0.000]
	Log Pseudo-L.								

TABLE 5 . Board composition and firm's performance

 5 All independent variables lagged one period. Robust standard errors in parenthesis. Last column models: all year dummies positive and statistically significant at the 1% level.

	Independent variables
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