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Abstract

We analyze whether the activity of former polititsaas corporate directors is different
than the activity of the rest of directors. We stwdhether former politicians have a
different probability of holding relevant positioms the full board of directors and in
the delegated committees. Our results provide vesattence of a higher activity by
politicians, and strong evidence against a lowévi& Firms decide the positions held
by each of their directors. Therefore, our ressitggest that firms estimate the quality
of former politicians as corporate directors inmerof monitoring and advising, to be
like quality of the rest of corporate directors.islguality is also corroborated by
studying whether their presence affects the perdoga of the board of directors in
terms of CEO turnover events, and in terms of eteeudirectors’ compensation.
Therefore, firms on average do not bear a high dppity cost, regarding directors’
quality, when hire former politicians to obtain pical connections. Our analysis is
implemented in Spain, representative of the contade European countries,

characterized with high ownership concentration.

Keywords: Corporate governance, political connections, farpoliticians, board of

directors, board committees, corporate directousllity.
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Politicians inside the boardroom; is it a convenien
burden?

1. Introduction

It is well known that firms seek political connexts in order to obtain economic
benefits (e.g., Cooper et al., 2010; Duchin andy@as 2012; Faccio, 2010; Fisman,
2001; Goldman et al., 2009). In developing coustrihere politicians and state
bureaucrats have a high degree of freedom in manigidns affecting firms, political
decisions are a relevant risk factor (e.g., Cheal.et2011). The resource dependence
theory (e.g., Hillman, 2005) then suggests politicannections as a mechanism to
control this source of risk. However, even in depeld countries, with higher scrutiny
and control of political decisions, such as in 8, there is empirical evidence
supporting the profitability of political connectis (Cooper et al., 2010; Goldman et al.,
2009).These connections may take several formd) agcbusiness men entering in
politics (e.g., Berlusconi in ltaly, or Suharto indonesia), campaign contributions,

hiring politicians as board of directors, bribets, e

Our study is centered in one form of political ceations; politicians seating in
the boardroom of firms. While the political connentmay provide an overall benefit to
the firm (e.g., higher probability of obtaining doacts with the state, protecting the
firm from competition, etc.), the politicians’ woik the boardroom may represent a
cost for the firm, generating a lower performant¢he board of directors as a control
and advising corporate governance mechanism. Fgpoigicians usually do not have
previous business experience. Little attentionbesen paid in the literature to the effect

of politicians on the performance of the board wécors, although it is common to



find politicians in the board of the largest firf@Soldman et al., 2009). Indeed political
connections are more widespread among the largas fof each country (Faccio,
2006). Just a few papers analyze whether politicinave valuable skills for the
performance of the board of directors, such as Wgraand Knoeber (2001) and
Goldman et al. (2009), who find that for some firinis useful a director with previous
experience in politics due to their knowledge c# ftolitical system, not just for their
connections. Several papers found empirical evielsapporting the existence of a cost
of political connections in addition to benefitski®natovskiy (2010), in Russia, find
situations where politicians force the firm to deei from value creation strategies and
pursue political objectives. You and Du (2012), @hina, show that political
connections may generate entrenchment of polificabnnected executives. In a
developed country with less intervention of the ggovnent in the economy, the US,
Kang and Zhang (2015) find empirical evidence offegaoment directors (including
former politicians and former workers of governmaggencies) behaving as a mere
rubber stamps in the board of directors. They apeenfikely to miss board meetings
and do not contribute to generate better corpogateernance practices. Therefore,

suggesting that government directors are low quabitporate directors.

Our study is focused on former politicians and ptes further empirical
evidence on the quality and the cost generatedhday tas corporate directors, but from
another point of view. We focus our attention omlifierent measurable activity of
corporate directors inside the boardroom; thathis mmembership to the delegated
committees, and relevant positions in the comnsti®d in the full board of directors,
such as Chair, Vice Chair and Secretary. This wiffefocus allows us to analyze the
value of former politicians as corporate directtn@am the point of view of firms.

Directors decide on board meetings attendancesfdetide the positions to be held by



each director, at least partially. However firmsymaehave optimally or not, and
therefore we also analyze the effect of the presewic former politicians on the
performance of the board of directors. We analymerole of the board of directors in
CEO turnover events and in executive directors’ pensation. Contrary to Kang and
Zhang (2015) we find that firms behave as if forrpeliticians were not low quality

corporate directors, and that this valuation isanotisbehavior of firms.

The direct cost of a politician seating in the lodvaom is its compensation as
corporate director, however the total cost may hehmarger if we take into account
the opportunity cost and politicians are low qyatibrporate supervisors and advisors.
Therefore, our analysis of directors’ quality is@lan indirect analysis of the costs of
hiring former politicians as corporate directorse Wovide a deep analysis of the work
of politicians inside the boardroom. Our analysivased on the information provided
by Spanish firms in their Annual Report of Corperdbovernance (ARCG). These
reports are standardized, and this allows us tatisaze in a systematic way the
positions of politicians inside the board and thaativity in the delegated committees.
We compare the activity of politicians with theigity of the rest of corporate directors
to assess whether firms consider politician to bese, better, or equal than the rest of
corporate directors. The optimality of this valoati is analyzed studying the
relationship between having former politicians asrd directors and the performance

of the board of directors.

Our research contributes to the literature on jgalitconnections by further
analyzing the activity of former politicians insidee boardroom (Kang and Zhang,
2015), providing further empirical evidence on ftipgality of politicians as corporate
directors (Agrawal and Knoeber, 2001; Goldman et 2009), and providing further

evidence on the costs and benefits coming froomdpisuch corporate directors (e.g.,
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Okhmatovskiy, 2010; You and Du, 2012). We also dbuate to the literature on
corporate connections with the analysis of the wehaof politicians inside the
boardroom in a continental European setting, wioevaership is highly concentrated
and most of the firms do have controlling sharebrdde.g., Bona-Sanchez et al., 2014;

Ferguson and Voth, 2008; Niessen and Ruenzi, 2009).

In future research we plan to further analyze wetthe observed roles of
politicians do respond to an optimal behavior lbgné. We plan to analyze the effect on
relevant outputs of the audit committee (audit digakions and earnings management).
In the accounting literature there is extensivelence of firms generating lower quality
accounting information in order to conceal the Whésef political connections (Chen et
al., 2010), or because lower standards of accogimiformation are required for those
firms (Chaney et al.,, 2011), however, little is Wwmabout the effect of politicians
taking different positions inside the boardroont, éxample, in the audit committee.
We also plan to analyze whether there is a relshigmbetween the value of the political

connections provided by each director and its le¥eingagement in the boardroom.

The following section situates our analysis intcee thterature on political
connections of firms. Section 3 presents the daedufor the analysis and our

methodological approach. Results are presenteekcios 4, and section 5 concludes.

2. Related Literature

Political connections of corporations are releviamtinvestors given its relation
with value creation. Firms are subject to the gekerated by political decisions and the
resource dependence theory explains the genemtipolitical connections as a device
to reduce this risk (Hillman, 2005). However, pold connections may also be the

result of privatizations, as is usual in transitogconomies such as Russia



(Okhmatovskiy, 2010) and China (Francis et al.,806irms use to seek the first type
of political connections, are voluntary, and teadteate value for firms (e.g., Ferguson
and Voth, 2008; Li et al., 2008; Ovtchinnikov anankaleoni, 2012), few authors find
the opposite (e.g., Aggarwal et al., 2012). Theosddype of political connections are
usually imposed by the government in the privatimaprocess, and may destroy value
if become an obstacle to implement the necess&oymes to increment the efficiency
and the profitability of the firm (Boubakri et ak009, 2008; Fan et al., 2007; Omran,

2009).

Another issue analyzed in the literature is the@fbf political connections on the
overall economy. Although most of the empiricald®nce supports that firms with
voluntary political connections obtain value frohese connections, the effect of this
political intervention on the overall economy mag egative. Indeed, in developing
countries, where government controls essentiauress, the intervention may generate
an overall cost for the economy. For example, tbeeghment control the financial
system in China (Li et al., 2008), Brazil (Claessen al., 2008), Indonesia (Leuz and
Oberholzer-Gee, 2006), Malaysia (Bliss and Gul,20ar Pakistan (Khwaja and Mian,
2005). Claessens et al. (2008) found that pollticannected firms in Brazil get access
to financial resources in better conditions evethwiorse investment projects. Also in
a developed economy, such as the US, political etions may generate a
misallocation of financial resources (Duchin andsytwa, 2012). Financial resources
may be inefficiently assigned even when the Intional Monetary Fund and the
World Bank are involved, rescuing bad performertholitical connections (Faccio et
al., 2006). Therefore, political connections ofpmmations are a relevant issue also from

a political economy point of view.



The literature on political connections identifisdveral sources of value for
firms: i) Better access to essential resourceth@dinancial system (Khwaja and Mian,
2005, in Pakistan), even in the US (Houston et2014). ii) Higher probability of
corporate bailouts (Faccio et al., 2006). iii) Spe&nowledge and skills provided by
politicians (Goldman et al., 2009). iv) Better aawts for services and products
provided to the government, also in developed amsisuch as the US (Cohen et al.,
2011; Goldman et al., 2013). v) Supervision andila@gn specially benevolent with
the needs and characteristics of the connected faiso in the US (Gropper et al.,
2013). Indeed firms may obtain valuable politicalnoections in developed and in

emerging economies, and also in economies in trange.g., Russia and China).

Political connections may be established with d&feé mechanisms: i) Political
campaign contributions are analyzed by severatlastiin the US (e.g., Cooper et al.,
2010) and also in other countries (e.g, Claesstia$,e2008; Faccio et al., 2006). ii)
The personal involvement of politicians as corpamtrectors is another usual way to
measure political connections of firms. Former fi@Ans becoming corporate directors
(e.g, Goldman et al., 2009, in the US), and alsoect politicians if there are no
incompatibility constrains (e.g., Okhmatovskiy, POin Russia). iii) In some cases it is
analyzed the case where a business man enterneqaiich as in Bunkanwanicha and
Wiwattanakantang (2009) and in Hillman et al. (1999) Finally, some papers use a
broader perspective to measures the political adrores of firms, such as when a large

shareholders is closely related to a top offididcio, 2006).

Political connections may also imply a cost for tine, even if the overall effect
is positive. Whenever politicians serve as corporitectors, the deviation from value
maximizing objectives in order to pursue politiohjectives is one of the most relevant

costs. And several articles find it as relevantaabeat the benefits in privatized firms
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(e.g, Okhmatovskiy, 2010). Low quality accountimjormation is also a cost related
with political connections, as a result of politiGannections facilitating access to
financial resources and therefore generating anowed to provide reliable accounting
information in order to get financial resources #6éy et al., 2011), or as a result of a
strategy to conceal rent seeking activities by udtdd politicians, managers and
controlling shareholders, or to conceal the adwgagdhe firm obtains from the political
connections (Chen et al., 2010). Indeed, politaainections may be the result of an
uncontrolled agency problem (You and Du, 2012).rEvethe US, where Aggarwal et
al. (2012) found empirical evidence of politicalmgaaign contributions to benefit

managers instead of shareholders.

A less analyzed issue is the potential cost gesgray the political connection
due to its effect on the performance of the bodrdirectors as a corporate governance
mechanism. Politicians with generally no previousibess experience are introduced
into the board of directors. This is highly relategth the quality of politicians as
corporate directors, in terms of the monitoring adVising roles of the board of
directors. Few articles, such as Agrawal and Knoép@e01), Goldman et al. (2009),
and Kang and Zhang (2015) provide some empiricalegxe regarding the quality of
former politicians as corporate directors, and jimst the US setting. Our research
contributes to the literature in this field by piding empirical evidence of the value of
former politicians as corporate directors from pwent of view of firms, and analyzing
the accuracy of this valuation with the study ofevant outputs of the board of
directors. We also contribute by analyzing thisiégsgn a continental European country
setting, with the typical high ownership concentmat(e.g., Bona-Sanchez et al., 2014,
Ferguson and Voth, 2008; Niessen and Ruenzi, 26D49).article provides a higher

understanding of the role of politicians in the fabaf directors. This understanding



would help firms to decide what to do with thentleir board of directors in order to
maximize the value the political connection progid®ur analysis also represent a
contribution to the literature on the cost and Miéneof political connections (e.g.,

Aggarwal et al., 2012; Chaney et al., 2011; Okhwekiy, 2010; You and Du, 2012).
3. Data and Methodology
3.1. Data

We construct a database where we identify formditiggans from the main
political institutions in Spain that obtain a seathe boardroom of Spanish listed firms.
We obtain an accurate identification given the wmalt idiosyncrasy of Spain, where
citizens have at least one name and two surnamas. facilitates us to identify
individuals in the boards of directors from the flists of full names of politicians,
with 20,326 registers. After a mechanical matchwng check the identity of each
identified politician. We obtain data on the comuer governance practices of firms,
such as board and board committees’ compositiamsn ftheir Annual Report on
Corporate Governance (ARCG). In Spain all listaché must release a standardized
ARCG where firms have to indicate whether they clynglach of the recommendations
of the Spanish code of best corporate governaraipes, and many other details. This

annual report has a standardized format that altmagputerizing its content.

We analyze all firms listed in the Spanish Stockt@ange from 2004 to 2012 that
also released the standardized ARUOGis excluded one bank that was managed by the
regulator to avoid bankruptcy. This generates a pganmwith 1,105 firm-year
observations. The number of firms ranges from 133007 to 115 in 2012. Our sample

of corporate boards contains 12,248 board seatsefgservations. Financial data of

1 Several foreign firms are allowed to release tireual report according to the rules in their countr
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firms, such as market capitalization, is obtainedmf the Thomson One Banker
database. Regarding the data on politicians, wairtdd the list of Spanish politicians
from the official web site of each institution inct@ber 2014, see Table 1. We obtain
the full name of all politicians that have been ens of the Parliament, the Senate,
the Central Government (prime minister, ministewsg secretaries of state), and of all
regional parliaments (seventeen) since the begywirthe Spanish democracy in 1977,

and from the European Parliament since its beggimiits actual format in 1979.

Table 1. Data sources of politicians

Spanish Parliament: http://www.congreso.es

Spanish Senate: http://www.senado.es/

Spanish Government:
President and ministers: http://www.lamoncloa.gob.es
Secretaries of state: https://www.boe.es

European Parliament: http://www.europarl.europa.eu

Regional Parliaments:
Andalucia: http://www.parlamentodeandalucia.es
Aragén: http://www.cortesaragon.es
Principado de Asturias: http://www.jgpa.es
Baleares: http://www.parlamentib.es
Canarias: http://www.parcan.es
Cantabria: http://www.parlamento-cantabria.es
Castilla la Mancha: http://www.cortesclm.es
Castillay Ledn: http://www.ccyl.es
Catalufia: http://www.parlament.cat/
Comunidad Valenciana: http://www.cortsvalencianes.es
Extremadura: http://www.asambleaex.es
Galicia: http://www.es.parlamentodegalicia.es
La Rioja: http://www.parlamento-larioja.org
Madrid: http://www.asambleamadrid.es
Navarra: http://www.parlamentodenavarra.es
Pais Vasco: http://www.legebiltzarra.eus/es
Murcia: http://www.asambleamurcia.es/

* For Secretaries of State a first step has been otain the list from Wikipedia
(http://es.wikipedia.org and a second step has been to check the exstdneach member in the
Official State Bulletin (it is where state norms agblished in Spain. It is calledbletin Oficial del
Estadd). Some errors in the Wikipedia list have beerrected in the second step, such as a correct
spelling of names and surnames. However, the sestepccorroborated the full Wikipedia list.

3.2. Institutional setting

In Spain the first public authority with real pad&l power is the prime minister,
that is the chief of the Central Government, theme ministers, and then the
secretaries of state. Therefore, we identified tilembers of the first three levels of
political power of the central government. At thatianal level, the legislative power

10



resides in two cameras, the parliament and theteseBgain is divided in seventeen
regions with some degree of political autonomy ezhlfComunidades Autonomas”.
Each of these regions has its own regional paritraed regional government. The
official web sites of regional governments just team their current composition, and
we did not search further. Therefore, any politicthat has been just a member of a
regional government and has not been a membeeattiional parliament is out of our
analysis (it is a rare situation); this is a limit our research. However our database
detects the core of the relevant politicians in iGp&®ue to incompatibility norms,
politicians in office are not allowed to hold a porate directorship. Therefore as in
related papers in the US (Goldman et al., 2009)amadyze political connections in the

form of former politicians in the board of directanf firms.

Corporate governance in Spain is mainly drivenh®y ¢ode of good governance
(“Cédigo Unificado de Buen Gobierno”), that followtke principle of comply or
explain. Firms may comply or not comply the codsoreamendations, although have to
explain why they do not comply the recommendatiéisns have to deliver the ARCG
to the “Comision Nacional del Mercado de ValoreENMV, The Spanish Securities
and Exchange Commission). This code has been raddifi 2015, after the end of our
sample time period, excluding some recommendatizaishave been incorporated into
the law and became mandatory. In Spain firms haleaad of directors composed by
internal and external directors, as in the US anel UK. Internal directors are
executives of the firm. Usually the Chief Executi@icer (CEO) is the chair of the
board of directors (57.6% of our firm-year obseiod, see Table 2), although the code
of good governance recommends against this pradtice also a common practice in
the US (Dey et al., 2011; Hwang and Kim, 2009).efxal directors are divided into

independent directors and proprietary directorepRetary directors are proposed by
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significant shareholders to defend their interdstsSpain, as is usual in the continental
European countries, ownership is highly concendraléne average ownership of the
largest shareholder is 35.1%; it is 49.1% for tive¢ largest shareholders (see Table 2).
Almost all firms, large and small, have controllisigareholders, with stakes over 3% of
capital. Consequently, the code of corporate gamre introduces the proprietary
directors to defend their interest. The code recenmas a similar proportion between
independent directors and proprietary directors ttiee proportion between free float
and the overall ownership of controlling sharehadd@here is no mandatory minimal
proportion of independent directors, just a recomaagion. It was one third during our
sample time period, it is one half in large firmghadispersed ownership structure since
2015. Finally directors may be classified as oth@mstside directors that do not
represent any significant shareholder, and arena@pendent because of relationships
with the firm, their managers, or their significasttareholders). Firms must classify
directors into these categories in their ARCG, #msl facilitates the analysis of the role
played by former politicians into the boardroom.eS€&able 2 for the average
distribution of directors among the four categariéise size of our firms is lower than
the size of firms analyzed in related articlesha tUS, such as Goldman et al. (2009),
with an average market capitalization higher th&0®00 million. Firms in the largest
guartile of our sample are close to that size, witbund € 15,000 million of market

capitalization.
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Table 2. Firm level characteristics

Firm characteristics are its stock market capii@n, board size, the percentage of former pditis in the board of
directors, the proportion of executives, proprigtandependent, and other directors over board s@@ership by
the largest shareholder (C1), the three largestebbaters (C3), the fifth largest shareholders (CH),laage

shareholders (those with an ownership larger tHénaBd board directors), and the state ownership. [at rows
show the percentage of firms where the CEO is dedChair of the board of directors, and the pesgmnbf firms
where the state has significant ownership participaPanel A provides descriptive statistics dfvakiables for the
overall sample. Panel B provides the mean valudefvariables by the quartiles of the firms ordelbgdmarket

capitalization (first and last quartiles). Quadilere recomputed each year. Panel C provides tha waue for the
first and last year of the sample.

Panel B: Means by market

Panel A: Overall sample e
capitalization

Panel C: Means by Year

# Observations

(firm-year) Mean Std. Dev First (largest) Fourth 2004 2012
Market Capitalization (mill €) 1105 4349.2 11515.7 15243.9 97.2 3893.5 3744.6
Board Size 1105 111 3.8 14.5 8.3 10.9 11.0
Politicians over board size 1105 4.5% 6.9% 6.3% 2.2% 4.2% 4.5%
Board Structure
Executives 1105 19.5% 12.4% 17.2% 20.6% 21.1% 18.2%
Proprietary 1105 42.6% 22.2% 38.0% 42.2% 42.5% 40.2%
Independents 1105 33.3% 18.0% 39.3% 32.2% 33.2% 36.2%
Others 1105 5.7% 11.6% 7.1% 6.3% 3.2% 5.4%
Ownership Structure
C1 1105 35.1% 25.2% 34.1% 27.1% 34.5% 31.6%
c3 1105 49.1% 24.0% 47.2% 43.3% 47.4% 46.4%
C5 1105 54.2% 23.5% 50.3% 50.3% 51.6% 52.2%
All significant owner 1105 57.2% 23.6% 51.6% 54.1% 53.6% 55.2%
State Ownereship 1105 0.3% 2.1% 0.8% 0.0% 0.3% 0.4%
% of firm-year observations
CEO - Chair Duality 1105 57.6% 64.9% 52.2% 51.7% 53.9%
State Ownereship 1105 3.1% 6.5% 0.7% 1.7% 4.3%

The Spanish code of corporate governance also d@snmendations over the
delegated committees of the board of directors. &hstence of an audit committee is
mandatory by law. This committee deals with theoaoting and internal control
system, high accounting skills and experience manended to be part of this
committee. Since 2015 it is also mandatory the naton and the remuneration
committees, not during our sample time period. Mbeination committee evaluates
the CEO and the rest of executives and directonsl #e dismissals and new
appointment propositions. Finally the remuneratmommittee fixes the incentive
schemes of executives and directors. Usually faee have an executive committee to
deal with urgent matters between board meetingeclikve directors are especially
relevant in the executive committee given theirnklealge of the day by day of the firm.
Outside directors, especially independent directars the relevant ones in the other

three committees, as recommended by the Spanisk obdgovernance. In the
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supervisory committees (audit, nomination and resnation) the code also
recommends the chair to be an independent direetlons may have other delegated
committees, but usually the mentioned ones arentbet predominant. The ARCG must
contain information on the composition of all delesyl committees and the position

held by each director, usually Chair, Vice-chairgd &ecretary.

3.3. Methodology

The matching process of the politicians and cotgogovernance databases has
been enhanced using search patterns called Regxaessions using the POSIX and
Perl’s standards (see the Stata 13 manual). Siieceame of a person may be written in
different ways we write each name in different waysrder to increase the probability
of a matching between both databases. For exardpbn“Antonio Martin” may also be
written as “Juan A. Martin” as “JUAN A. MARTIN", oas “Martin, Juan Antonio” to
show a few examples. A final step has been to ckack match in the firm ARCG and
web site, and the web sites of the institutions rehmoliticians served to discard the
matching of different people with the same naméhdke sources are not sufficient, we
start a google search on media web pages and oip&tlik. This process is highly
accurate in Spain because, traditionally, citizéiase at least one name and two

surnames, increasing the probability of correctamats.

Once politicians in the database of corporate threcare detected, we compare
their activity in the board of directors and in tthelegated board committees with the
rest of corporate directors. Our methodology isealrat detecting whether their activity,
in terms of committee membership and positions he full board and in the
committees, is different that the activity of thestr of corporate directors. We interpret

systematic differences as differences in the vahat firms assign to each type of
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corporate director. We compare simple averagesexample the average number of
committee memberships of politicians in compariseith that of non-politicians.
Finally we estimate regression and logit models r@h@e consider several control
variables, such as board size (in smaller boardsptiobability of holding a given

position is higher).

The point of view of firms regarding the value ofrher politicians as corporate
directors may be biased, and therefore we analylzether the presence of former
politicians is related with differences in relevanttputs of the board of directors. For
this analysis we review the literature on the deteants of each of these outputs in
order to detect the proper control variables, astimate empirical models with
variables measuring the presence of former pditi€ias the key explanatory variables.
CEO turnover events are analyzed with logit modelad executive directors’

compensation with firm fixed effect models.
4. Results
4.1 The activity of former politicians inside thealbpdroom.

We detect 95 former politicians serving as corpotavard director.Half of
them served in the central government; 1 as a pmmneéster, 29 as ministers, and 19 as
secretaries of state, see Table 3. This suggeatditms prefer former politicians with
high level responsibilities in the government, #hasith the most valuable political
connections and management skills. Goldman e2@Q9) in the US found higher value
provide by former politicians with related expegen not by former politicians with
higher responsibilities. This preference for highidl former politicians in our sample

may explain why most of the identified 95 politicsabelong to a political party that has

2 \We also detect 6 board directors that becameigialis, such as Manuel Pizarro, the former CEO afeSa, one of
the biggest Spanish firms, but we do not considemtas politicians inside the board of corporations
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governed the nation. First comes “Partido Socslligthe main labor party in Spain)
with 37 corporate directorships, second comes itRaRopular” (the main conservative
party) with 26 directorships, and finally “Uniébn d€entro Democratico” (the
conservative party that governed the nation in firet years of the actual Spanish
democracy) with 16 directorships (in sum 79 ou®b6fformer politicians). Regarding
the activity as politicians, 37% of the former piclans from the central government
served in the Finance ministry, and 57% in mirestnielated with some industry, such
as Defense, Sports, Agriculture, Communication, Turism and Commerce.
Politicians with government responsibilities retht® business seem to be the most
valued by firms. It is consistent with Agrawal akdoeber (2001) and with Goldman et
al. (2009), finding a relationship between thelskaihd knowledge of former politicians

and the resources needed by firms.

Table 3. Politicians
The first two columns show the number each of yipe tof politicians that are found in the boardghef analyzed
firms, and the percentage of them belonging to égwoh of politician. The last four columns show frecentage of
observations with politicians in the board of dices (598 directorship-year observations) serviagach type of
board directors.

Type of Board Director: % over total directorship-year

Individuals )
observations

# % Executive  Proprietary Independent Others
Ministers and Prime Minister 30 31.6% 16.6% 20.4% 61.6% 1.4%
Secretaries of State 19 20.0% 7.4% 17.9% 68.5% 6.2%
Member of the Parliament 20 21.1% 16.8% 35.8% 47.4% 0.0%
Member of the Senate 7 7.4% 0.0% 22.6% 48.4% 29.0%
Member of Regional Parliament 16 16.8% 8.6% 65.4% 24.7% 1.2%
Member of the European Parlament 3 3.2% 5.6% 0.0% 94.4% 0.0%
Total 95 11.9% 27.8% 56.5% 3.8%

In our sample there are 2,411 different individusdésving as board directors;
politicians represent 4% of them. However, a doeabay serve on different firms and
politicians have 5% of the total year-directorshgmilable. Indeed, on average a
former politician serves in the board of 1.6 firmdyile the rest of directors serve just in
1.2 firms, suggesting that former politicians pdevimore value to firms. Furthermore,

the value of political connections seems to be dnigm larger firms. The average
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percentage of former politicians in the board & trgest quartile of firms by market
capitalization is 6.3% and just 2.2% in the lowgsartile of firms (Table 2). Around
half of the largest firms do have politicians iresitheir boards, while it is just 16% for
smaller firms. This is consistent with the higheopensity of larger firms to obtain
political connections found in the related literatye.g., Faccio, 2006). Most of the
firms in the Oil and Energy industrial sector (71%gve politicians in their boards
while just 27% of firms in the Consumer Goods sebtve them in their boards. This
may be due to the high regulation of the Oil an@rgy sector, generating a high value
of political connections. All results are consistenth Agrawal and Knoeber (2001) in

their US sample.

Regarding the activity of former politicians insithee boardroom, a first finding is
that former politicians serve as all types of dioes; executive, independent,
proprietary and directors classified as others. tMdsthe former politicians serve as
independent directors (56.5%), but many of theno alksrve as proprietary directors
(27.8%) and some of them as executive director9©f4), see Table 3. In comparison
with the rest of directors, the proportion of indagents is higher among the former
politicians, while is lower the proportion of exdise and proprietary directors. The
existence former politicians as executive and petgry directors may be explained by
the state ownership, another form of political ceetion. In Spain there is a public
entity called “Sociedad Estatal de Participaciomedustriales” (SEPI) than owns
significant stakes of several firms operating ie tirivate sector (3.1% of firm-year
observations, see Table 2). Indeed the average atatership is higher among firms
with former politicians in their boards. From a rexhaustive inspection of the dataset
we detected the presence of former politiciansraprgetary directors representing the

SEPI as a significant shareholder in several firfigthermore, this inspection also
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revealed the existence of another mechanism formadr politician to get a directorship
as proprietary director. In several cases a forpaditicians was promoted as the CEO,
or another relevant position, of a regional sawbagk by the regional authorities. Most
of the savings banks in Spain were controlled lgyoreal political institutions. Then the

savings bank, with significant stakes of ownershipeveral listed firms, promoted this
former politician as a proprietary director in teefgms. For example, Rodrigo Rato
(former chair of the International Monetary Fundddinance minister in the central
government with the conservative party) was prooheie the CEO of Caja Madrid by
the regional political institutions, and then getveral positions as proprietary director
representing Caja Madrid in several listed firmse(la, Mapfre, Criteria Caixa grup,
International Consolidated Airlines Group). Indeetthe proportion of firm-year

observations where politicians serve as proprietimgctors are higher among former

members of regional parliament (65.4%, see Table 3)

We also analyzed whether there are significantedbfices between former
politicians and the rest of directors in terms o$ifions inside the board, and inside the
delegated committees. From the information thatgimust provide in their ARCG, we
are able to detect the position held by any direictthe board of directors. In all boards
there is a Chair, and a Secretary, and in mosherhtthere is at least one Vice Chair.
The Secretary of the board must provide legal adweic corporate governance issues,
among other duties. In some cases the Secretamytia director. In addition in many
cases the CEO is a director and is identified bpdias “Consejero Delegado”. In such
cases we are also able to detect whether a foroigician is a CEO (10 cases). The
content of the ARCG also allow us to know the numbk committees where any

director serves, the number of committees whereegtdr is the Chair, the Vice Chair
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and the Secretary. Table 4 shows that politiciamsiat have a lower activity than the

rest of directors inside the boardroom.

Table 4. Director’s activity inside the boardroom
Individual average number of positions in the boardl in the board committees by each group of catpo
directors; former politicians and the rest of dicgs. # Committees is the average number of comesittehere a
director serves. t-test is a test where the nuibliyesis is an equal average in both groups ottdire (see Hamilton,
2013). Sample with 12,248 observations (directprsieiar) from year 2004 to 2012. 11,650 observatlmiseng to
non-politicians and 598 to former politicians. *fieans statistical significance at 1% level, ***&86 level, and * at
10% level.

Average # of positions by each type of corporate director

Full board of directors Board committees
Chair CEO director  Vice Chair Secretary # Committees Chair Vice Chair Secretary
Non Politician 0.0913 0.0645 0.0844 0.0196 0.9991 0.2336 0.0085 0.0434
Politician 0.0936 0.0167 0.0753 0.0368 1.0953 0.3010 0.0301 0.0552
Total 0.0914 0.0621 0.0839 0.0204 1.0038 0.2369 0.0096 0.0440
t-test -0.1915 4.7207*** 0.785 -2.9049*** -2.5549** -3.4586***  -4.7575%** -1.0163

In our sample non-politician directors represent@ observations (directorship-
year), while former politicians represent 598. istdata, on average a non-politician
director is the Chair of a board of directors iB®Dobservations (average of a dummy
variable taking value 1 when the observation bedaonga Chair position computed with
all the observations belonging to non-politiciangfjch is the same as to say that 9% of
observations belonging to non-political directocddha Chair position. This percentage
is almost the same within politicians. Non poliies do hold more positons as CEOs in
the boardroom, the difference with politicianstatistically significant. However, there
are statistically significant differences indicatim higher proportion of politicians
holding positions as Secretaries of the full bazrdirectors, as Chair and Vice Chair of
delegated committees. In additions, on averagdéig@ahs serve in a higher number of
delegated committees. All this empirical evidenaggests that former politicians do
indeed play an active role when they move to tlinape sector. However, belonging to
a higher number of delegated committees impliehdriggompensation as corporate

director, and some committees may have a light ingrload with low responsibilities.
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Therefore, in order to improve the valuation of teévance of politicians inside the

boardroom we now focus the analysis on the maimaitie@es, see Table 5.

Table 5. Director’s activity in the main board committees
Individual average number of positions in the madmmittees of the board of directors by each grafugorporate
directors; former politicians and the rest of diogs. t-test is a test where the null hypotheseniequal average in
both groups of directors (see Hamilton, 2013). Samth 12,248 observations (directorship-yearhfrgear 2004
to 2012. 11,650 observations belong to non-pdditisi and 598 to former politicians.*** means statat
significance at 1% level, *** at 5% level, and *H)% level.

Panel A: Executive committee Audit committee

Membership Chair Vice Chair Secretary Membership Chair Vice Chair Secretary
Non Politician 0.2494 0.0423 0.0056 0.0052 0.3224 0.0873 0.0009 0.0183
Politician 0.2057 0.0368 0.0117 0.0151 0.3528 0.1154 0.0000 0.0151
Total 0.2473 0.0420 0.0059 0.0056 0.3239 0.0887 0.0009 0.0181
t-test 2.4192%* 0.6569 -1.9114* -3.1557*** -1.5514 -2.357%** 0.7517 0.578
Panel B: Nomination committee Remuneration commitee

Membership Chair Vice Chair Secretary Membership Chair Vice Chair Secretary
Non Politician 0.2948 0.0779 0.0012 0.0161 0.2955 0.0780 0.0012 0.0161
Politician 0.3645 0.0903 0.0117 0.0251 0.3679 0.0903 0.0117 0.0251
Total 0.2982 0.0785 0.0017 0.0165 0.2990 0.0786 0.0017 0.0165
t-test -3.6399*** -1.0958 -6.0638*** -1.6914* -3.7553*** -1.0877 -6.0638*** -1.6914*

The statistically significant differences betweeadiftians and non-politicians in
Table 5 show that there is a lower presence ofipialns in the executive committee,
and a higher presence in the nomination and rematioer committees. However,
regarding positions, politicians do show a sigifity higher activity in all committees.
A higher proportion of politicians hold a positiafi Vice Chair and Secretary in the
executive, the nomination and the remuneration cittees, and of Chair positions in

the audit committee.

These results may be explained by several factorsetated with the skills and
knowledge provided by former politicians as direstdoliticians use to serve in larger
firms, who have a higher number of board delegaimehmittees, generating larger
activity measures for politicians in the previowbles. However, this effect is the
opposite for positions in the full board since lubaize use to be larger in larger firms

(e.g., Linck et al., 2008), reinforcing our prevsotesults. In addition, there may be
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different behavior of corporate boards in differamdustrial sectors. Finally, the higher
proportion of independent directors among politisianay also explain their higher
activity in board committees, where codes of capmrgovernance recommend a
central role for outside directors, especiallyifatependent directors. In order to control
for these effects we analyze the activity of bodim@ctors with pooled logit models,
where the dependent variable is a dummy variabiectleg when a particular director
holds a position, and where we control for the texise of each delegated committee.
The key explanatory variable is a dummy variabkentdying whether a director is a
former politician (Politician in Table 6). We alestimate pooled regression models to
analyze the relation between being a former paii@and the number of memberships,
and of Chair, Vice Chair, and Secretary positionthe delegated board committees. In
all models we incorporate year and industrial dumvayiables to control for any
pattern across industries and years. Additionakly add the size of the board where
directors serve and the tenure of each directactmunt for a higher probability of
holding a position the smaller is the board, anel Hrger is the experience of each
director in the firm. Inference is based on robsisindard errors clustered by firm

(Huber, 1967; Petersen, 2009; White, 1982, 19&@)  Table 6.
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Table 6. Director’s activity with control variables
Panel A: Pooled logit models where the dependetidivie is an indicator of Chair, Vice Chair, and ®¢&ry of the
full board of directors, and membership in the madar committees. Penal B: Pooled regression madetse the
dependent variable is the number of committee meshijes, the number of Chair positions, Vice Chairitpmss
and Secretary positions of each director in detghhbard committees. In both panels, standardsearerrobust and
clustered by firm (Huber, 1967; Petersen, 2009;té/Hi982, 1980). Board size is the number of boaetubrs in
each firm. Politician is a dummy variable identifgiformer politicians. Tenure is the tenure of edirthctor in each
firm, measured in years. Firms are assigned tosinds according to the Madrid Stock Exchange itrihlssector
classification. Sample formed by 12,248 observati@irectorship-year) from year 2004 to 2012. Thenber of
observations in Panel A is lower for the modelsneimbership of the executive, the nomination ande¢hineration
committee because some firms do not have such dbeesi *** means statistical significance at 1%edev** at
5% level, and * at 10% level.
Panel A: Logit models

Committees membership

Chair Vice Chair Secretary Executive Audit Nomination Remuneration
Board Size -0.1228*** 0.0311* -0.0837** -0.0480***  -0.0843***  -0.0727*** -0.0693***
Politician 0.2144 -0.0898 0.8379 -0.4207 0.2334 0.3102* 0.3130*
Tenure 0.0790*** 0.0498*** 0.0324%** 0.0632%*** -0.0034 0.0178*** 0.0183***
Constant -1.3207*** -3.4258***  -3,3539%** 0.2219 0.1961* -0.0929 -0.1377
Indistry fixed effects Yes Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes Yes
# Observaions 12248 12248 12248 6653 12248 11300 11300
Log likelihood -3412.9 -3408.1 -1178.0 -4417.0 -7561.6 -6979.1 -6974.4
chi® 258.3*** 94.2%** 38.3*** 107.2%** 169.6%** 137.4%** 121.9%**
Panel B: Regression models
Committees
# Membership # Chair # Vice Chair  # Secretaries
Board Size 0.0105 -0.0089*** 0.0021* -0.0024
Politician 0.0912 0.0798* 0.0203 0.0183
Tenure 0.0072** 0.0061%*** 0.0005 0.0018***
Constant 0.6754*** 0.2875*** -0.0381* 0.0672***
Indistry fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
# Observaions 12248 12248 12248 12248
§ 0.0307 0.0173 0.0179 0.0106

In Table 6 it can be seen than the higher boardigcbf politicians is not as
significant. The Politician variable is just wealdignificant to explain the membership
in the nomination and remuneration committees, thednumber of Chair positions in
committees. Non-tabulated results also show weakeace of a higher probability of
holding the Chair position in the audit committee, evidence is found of a different
probability for the Secretary positions neither tiee Chair positions in the relevant
board committees. Therefore, our results indicatg former politicians do have a
similar behavior as the rest of corporate directasgde the boardroom. Additional tests
control for the different type of directors, by remng the politician variable in the

models of Table 6 and adding dummy variables tatifle each type of corporate
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directors (4 variables; Executives, Independentspiietary directors, Others), and the
same variables multiplied with the dummy varialdentifying former politicians (four

variables more). The overall interpretation remains

Finally, since the state ownership may affect ttabability of politicians holding
positions in the board of directors, the interactibetween the dummy variable
identifying former politicians and a dummy variabigentifying firms with state
ownership is introduced in the models of Table Be TState only holds significant
ownership stakes in eight companies (3.1% of ol®3 firm-year observations, see
Table 2). The minimum ownership is 4%, it is aro®8d in five firms, around 10% in
one firm, and around 20% in one firm, except in£2@@at was 28.5%, the maximum

state ownership in our sample.
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Table 7. Director’s activity with control variables and firms with State ownership
Panel A: Pooled logit models where the dependetidive is an indicator of Chair, Vice Chair, and ®¢&ry of the
full board of directors, and membership in the madar committees. Penal B: Pooled regression madetse the
dependent variable is the number of committee meshijes, the number of Chair positions, Vice Chairitpmss
and Secretary positions in delegated board comasité each director. In both panels, standard €& robust and
clustered by firm (Huber, 1967; Petersen, 2009;té/Hi982, 1980). Board size is the number of boaetubrs in
each firm. Politician is a dummy variable identifgi former politicians. State Ownership is a dumnayiable
identifying whether the state is a significant gfenider. Tenure is the tenure of each directomrhdirm measured
in years. Firms are assigned to industries accgrtbnthe Madrid Stock Exchange industrial sectassiffication.
Sample formed by 12,248 observations (directorgesr) from year 2004 to 2012. The number of obdEma in
Panel A is lower for the models of membership & &xecutive, the nomination and the remunerationnaittee
because some firms do not have such committeean¥ans statistical significance at 1% level, ***58b level, and
*at 10% level.

Panen A: Logit models

Committees membership

Chair Vice Chair Executive Audit Nomination Remuneration
Board Size -0.1226*** 0.0315* -0.0481***  -0.0843*** -0.0725*** -0.0691***
Politician 0.1474 -0.1723 -0.4148 0.2431 0.2551 0.2579
Politician x State Ownership 0.4753 0.677 -0.0694 -0.0808 0.4355* 0.4349*
Tenure 0.0790*** 0.0499*** 0.0632*** -0.0034 0.0179%** 0.0183***
Constant -1.3275%** -3.4385%** 0.2221 0.1973* -0.1 -0.1448
Indistry fixed effects Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
# Observaions 12248 12248 6653 12248 11300 11300
Log likelihood -3412.223 -3407.0153  -4416.957 -7561.5691 -6977.7036 -6973.0261
chi? 258.4912***  93,6734*** 107.2206*** 170.6533*** 145.0776*** 129.2492***
Panel B: Regression models
Committees
# Membership # Chair # Vice Chair # Secretaries
Board Size 0.0106 -0.0091*** 0.0021* -0.0024
Politician 0.0732 0.1031%** 0.0235 0.0252
Politician x State Ownership 0.1533 -0.1985*** -0.0273 -0.0591
Tenure 0.0072** 0.0061*** 0.0005 0.0018***
Constant 0.6732*** 0.2904*** -0.0377* 0.0680***
Indistry fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
# Observaions 12248 12248 12248 12248
R? 0.0308 0.0182 0.0182 0.0108

Table 7 shows again the weak positive relationdiepiveen being a former
politician and the probability of being a member thie nomination and of the
remuneration committees found in Table 6, althomgh found just for firms with state
ownership. The number of Chair positions in comeeitis higher for former politicians
only in firms with no state ownership. In firms tvistate ownership it is lower. A Wald
test rejects the null of the sum of the coefficseat Politicians and Politicians x State
Ownership variables to be zero. For the rest of smes of board activity no

statistically significant differences are foundveeén former politicians and the rest of
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corporate directors. The model where the dependanable is a dummy variable
detecting the Secretary of the board of directsrsnitted in Table 7 since there are no
politicians holding this position among firms wighate ownership. Our overall results

remain; former politicians do have a similar belaws the rest of corporate directors.

Finally, in an attempt to analyze the relationshigtween the presence of
politicians and uncontrolled agency problems, fachefirm we compute the percentage
of compliance of the 58 recommendations in the Bparode of good governance as a
raw proxy for the corporate governance quality. @lkierage percentage of compliance
iIs 78% for firms with former politicians and 76.684r firms without them, and the
difference is statistically significant. This is ngistent with the higher level of
compliance among the larger firms, those who hase@al preference for former
politicians. In addition, Crespi-Cladera and PakEuater (2014) found that around
half of the independent directors declared by Sgpatisted firms did not meet basic
formal independence requirements, such as beingngisml by the nomination
committee. However, among politicians serving agependent directors there is a
statistically significant lower proportion of indepdents who do not meet these
requirements. Therefore, this evidence does nated¢he activity of politicians inside

the board with any uncontrolled agency problem.

4.2. Corporate governance practices with formentpoans

In this section we analyze whether key corporateegtance practices are
affected by the presence of former politicians dasthe boardroom. We analyze
relevant outputs of the nomination, and of the neemation committees; the committees
with the most relevant supervising duties over akege directors’ activities. Regarding

the nomination committee we analyze CEO turnoveents; and regarding the
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remuneration committee we analyze executive directmmpensation. This analysis is
performed at firm level, therefore on a panel wittD5 firm year observations, from
2004 to 2012. The object is to provide direct emplirevidence on the quality of
former politicians as corporate directors in congmar with the quality derived by the

central role that such board directors play in §rm

4.2.1 CEO turnover

The board of directors, and especially the nomimatommittee, is a relevant
actor in CEO turnover events after bad performaht@malin and Weisbach (1998)
show the role of the CEO in selecting board membersrder to decrease discipline
against her/him when the firm underperforms. Thpaosition of the board of directors
may be the reflection of an uncontrolled agencybfgm. Therefore, we analyze
whether the presence of former politicians in tlwardroom, and especially in the
nomination committee affects the probability of CHGrnover events after bad
performance. The effect may also be the result aifeerent quality of former
politicians as executives’ supervisors. For thialgsis we control for other corporate

governance practices that may also reflect an unalted agency problem.

In our sample we lack the standardized ARCG be2®@4. Therefore, for 2004
we may not observe CEO turnover events, we loseobs@rvations. We also lose 66
firm/year observations, due to mergers and acquisit and new listings in the Spanish
stock market after 2004. New listing firms do nat/é lagged stock return information
(57 observations lost). Additionally, we analyze tirm resulting from a merger or
acquisition as a new firm, and therefore, with restpdata (9 observations lost).
Whenever a firm changes its name, we check its fiethe CNMV (available at

www.cnmv.es) to evaluate if it is due to a mergeran acquisition. After all these
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deletions we end up with a 921 firm year observatidrom 2005 to 2012. In this
sample we detect 129 CEO turnover events, incrgdsom 14 in 2004 till 21 in 2008,
well into the economic recession. After 2008 thenbar of events decreases, reaching

16 in 2012°

We analyze the relationship between the presenderofer politicians in the
boardroom and CEO turnover events with an empiriogit model in which the
dependent variable identifies the turnover eveAss.in Hwang and Kim (2009) the
explanatory variables are one period lagged staatkirm, a group of corporate
governance variables lagged one period to proxyuaiepntrolled agency problem, and

its interaction with the lagged stock return.

As corporate governance variables we use ownerbbigrd structure, and other
relevant characteristics of corporate governance.ounership variables we use the
ownership of the largest shareholder (as a measumvnership concentration, it is
highly correlated with the ownership of the threel éive largest shareholders, 0.91 and
0.83 respectively), and of executive and non-exeeuwdirectors’ ownership. All these
variables are negatively related with an agencyblpro between managers and
shareholders. Board structure measures try to pttoxypower of the CEO in front of
the board of directors (a dummy variable to detdwn the CEO is also the chair of the
board of directors, and the percentage of execuirectors), board efficiency (board
size that is related with coordination problemsynvack, 1996), directors dedication

(measured by the percentage of busy directorsetiith three or more directorships,

* CEOs are not directly identified in the ARCG. We idigmnthe CEO as the chair of the board of directoh&never
the firm declares CEO-Chair duality. For the resfiiohs we identify the CEO as “Consejero Delegado” ago
board directors. In firms without “Consejero Delegade identify the CEO as the highest rank execudivector in
the executive committee of the board of directbrdirms without such committee we select the “Bi¥ General”
among the group of non-director top executives. lakeresort is to identify the CEO as the execudivector with
the highest rank. In case of doubt (e.g. when theeetwo “Consejero Delegado”) we choose the altemaadhat
generates CEO stability.
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with no time to properly monitor and advise exegesi Fich and Shivdasani, 2006),
and managers conflicts of interest (measured byumndy variable detecting the
presence of interlocked executive directors, that executive directors in the
nomination and remuneration committee, and by amdymariable identifying firms

who delcare comercial transacions with their marggé-inally it is also considered
corporate governance practices protecting mandgerstakeovers (a dummy variable
detecting firms with “voting caps”, that is a maxim in number of votes of a given
shareholder, and a dummy variable detecting “gojorachutes”, that is covenants to

protect executives against dismissals, Brick e28i06).

Table 8 shows the estimation of the CEO turnovedehavith GEE panel data
logit estimations to account for any unobservesigtnce in the residuals, with robust
(Huber-White) standard errors. Model 1 does nofluohe variables detecting the
presence of politicians in the boardroom. Modelso2Model 6 include a dummy
variable detecting this presence (347 observatidnsModel 3 the dummy variable
detects the presence of politicians serving asutkecdirectors (60 observations), in
Model 4 as proprietary directors (127 observatipas)independent directors in Model
5 (214 observations), and as directors classifeedthers in Model 6 (15 observations).
The overall model seems to characterize properl® @ignover events. Its probability
increases the lower is the previous year stocknmetliecreases whenever the CEO also
chairs the board of directors, and the higher puditya after bad performance is lower
the larger is the board of director (probably doecoordination problems, Yermack,
2004), and when there are interlocked executivectbrs. Regarding the dummy
variables detecting the presence of former pdditisi Model 1 show weak empirical
evidence of a higher probability of CEO turnoveteabad performance. However the

effect of the presence of former politicians demed the kind of directorship the
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former politician holds. If it is as an executivieedtor the probability of CEO turnover
decreases. If it is as an independent directordireztor classified as other, the role of

the board of directors improves in CEO turnovemgse

Table 8. CEO turnover with politicians in the Board of Directors

GEE panel data logit models allowing persistenctéresiduals with Huber (1967) and White (19880Q) robust t
statistics (in parenthesis), where the dependeardbia is a dummy variable to identify CEO turnoesents. The
key explanatory variables are one period laggecksteturn, and one period lagged dummy variablésatiag the
presence of former politicians in the boardroom #@adnteraction with the lagged stock return. Duynwariables
detect politicians, politicians serving as exeagftilirectors, as proprietary directors, as independieectors, and as
other directors. Control variables are lagged oneogg percentage of shares owned by executivesndoy
executives, and by the highest shareholder ofithe i dummy variable identifying whether the CEQalso the
chairman of the board of directors, the size of thoard, the percentage of executives in this hoardummy
variable identifying whether directors have donenowercial transactions with the firm, the percentafjbusy non-
executive directors (a director is busy if she baddposition in three or more boards of directdat®), percentage of
interlocked executive directors (those who are mamlof the nomination and remuneration committaejummy
variable identifying where there are golden paréehprotecting top executives against dismissal, amdummy
variable identifying firms where there are votiraps (a maximum number of votes that a shareholdgrerercise
independently of the number of shares she has)trenthteraction between these variables and oriechlagged
stock return. Finally, a constant term, industsiattor and year dummy variables are introduceldpadth omitted to
save space. Chis a Wald test of the statistical significanceaitthe explanatory variables. *** denotes sigrafice
at the 1% level; ** denotes significance at the IB%el; * denotes significance at the 10% level.

(1) (2) (3) (4) (5) (6)
Stock Return,; -2.2923**  -2.5595%** .2 2811%* -2.1033**  -2.3687***  -2.2845**
(-2.5145) (-2.7859) (-2.4922) (-2.2035) (-2.6083) (-2.4917)
Politicians in the board,_; -0.1269
(-0.4952)
Politicians in the board,., x Stock return, ; -0.7867*
(-1.71)
Politicians executive directors,_, -0.9974*
(-1.8852)
Politicians executive directors,_, x Stock return, ; 0.4703
(0.9433)
Politicians proprietary directors,., 0.0856
(0.2171)
Politicians proprietary directors,_; x Stock return,_, 0.4576
(0.6778)
Politicians independent directors,_, 0.0542
(0.221)
Politicians independent directors,_; x Stock return, ; -1.071*
(-2.1317)
Politicians other directors, ; 1.2262**
(2.1476)
Politicians other directors, ; x Stock return,_; -0.7042
(-0.5706)
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Table 8. CEO turnover with politicians in the Board of Directors (continuation)

(1) (2) (3) (4) (5) (6)
Executives ownershipy. -0.0043 -0.0045 -0.0043 -0.0044 -0.0048 -0.005
(-0.7647) (-0.7948) (-0.7642) (-0.7809) (-0.8576) (-0.8569)
Non-executives ownership;., 0.007 0.0081 0.0063 0.0065 0.0071 0.0072
(1.2732) (1.4568) (1.1663) (1.1529) (1.3015) (1.3157)
Cl., 0.0023 0.002 0.0015 0.0023 0.0015 0.0027
(0.4395) (0.3812) (0.2884) (0.4388) (0.2922) (0.5158)
CEO is board chairy, -0.4229%** -0.4304** -0.4021* -0.4172%** -0.4145%* -0.4336**
(-1.9661) (-1.9921) (-1.9025) (-1.9874) (-1.9034) (-1.9822)
Board sizey; -0.0311 -0.0235 -0.0337 -0.036 -0.0333 -0.034
(-0.912) (-0.6447) (-0.9819) (-0.9504) (-0.9697) (-0.9782)
% Executives in the board, -1.2294 -1.2628 -1.2966 -1.219 -1.2755 -1.2537
(-1.3768) (-1.4246) (-1.4602) (-1.3727) (-1.4504) (-1.392)
Operations directors-firm 0.102 0.1089 0.0809 0.0962 0.1145 0.104
(0.4847) (0.5149) (0.3843) (0.4431) (0.5498) (0.4903)
% Busy non-executive directors, 0.8217 0.8947 0.7569 0.7912 0.8888 0.7753
(0.9329) (0.9903) (0.8543) (0.8912) (0.9809) (0.8674)
% Interlocked executive directors;, 0.1416 0.1744 0.1804 0.1377 0.1697 0.1788
(0.5476) (0.6666) (0.6762) (0.5301) (0.6427) (0.683)
Golden parachutes; 0.0727 0.0849 0.103 0.06 0.0542 0.0682
(0.3643) (0.4309) (0.5192) (0.3031) (0.2691) (0.3371)
Voting Capy1 -0.2222 -0.2411 -0.2007 -0.2275 -0.2626 -0.212
(-0.8661) (-0.8967) (-0.7664) (-0.884) (-0.9815) (-0.8321)
Executives ownership, x Stock
0.0119 0.0163 0.0128 0.0105 0.0165 0.0119
returng,
(0.8377) (1.1067) (0.9017) (0.7108) (1.1491) (0.811)
Non-executives ownership.; x Stock
returne, 0.0015 0.0044 0.0017 0.0003 0.0031 0.0014
(0.1726) (0.488) (0.1907) (0.0338) (0.3313) (0.1535)
Cl., X Stock returny.y 0.0053 0.0079 0.0055 0.0047 0.0087 0.006
(0.5502) (0.7905) (0.5813) (0.4858) (0.8425) (0.6319)
CEO is board chairy, x Stock return; -0.2393 -0.2665 -0.2709 -0.1864 -0.2223 -0.1699
(-0.5137) (-0.5666) (-0.5721) (-0.3981) (-0.4747) (-0.3592)
Board size.; x Stock return,; 0.1487** 0.1861%*** 0.1451** 0.1314** 0.1638** 0.1452%**
(2.3742) (2.63) (2.2828) (1.96) (2.5074) (2.2892)
% Executives in the board,, x Stock
0.847 0.3801 0.682 0.903 0.345 0.7669
returny,
(0.5122) (0.2221) (0.4176) (0.5408) (0.2088) (0.4656)
Operations directors-firm, x Stock
returng, 0.0999 0.064 0.1308 0.0658 -0.0008 0.0933
(0.2724) (0.1731) (0.3628) (0.1775) (-0.0022) (0.2522)
% Busy non-executive directors; x
0.2595 -0.2069 0.2141 0.3577 -0.1046 0.2619
Stock returny,
(0.2335) (-0.1622) (0.1944) (0.3106) (-0.0865) (0.2339)
% Interlocked executive directors, x
1.0374** 1.0938** 1.1173** 1.0143** 1.1006** 1.0176**
Stock returny
(2.2707) (2.2849) (2.4523) (2.2048) (2.3194) (2.2343)
Golden parachutes;; x Stock returny.; 0.3853 0.5405 0.4037 0.3376 0.5247 0.3675
(0.9257) (1.2661) (0.9716) (0.7854) (1.2474) (0.8621)
Voting Capy.1 x Stock return,, 0.1287 0.2264 0.0409 0.1431 0.3362 0.1629
(0.2535) (0.4516) (0.0811) (0.28) (0.6522) (0.3219)
Year fixed effects Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes
Observations 921 921 921 921 921 921
chi2 80.5347*** 81.298%*** 81.6317*** 81.981*** 81.1187***  84.7339***
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Table 9 shows the estimation of the CEO turnovedet®with dummy variables
detecting former politicians holding relevant pmsis. In Model 1 the dummy variable
detects whether a politician holds a relevant pmsiin the board of directors (Chair,
Vice Chair, or Secretary, 105 observations). In Ble®, 3, and 4 the dummy variable
detects whether there are former politicians h@dsuch positions as independent
directors (25 observations), as executive dired#®sobservations) and as a proprietary
directors (31) observations respectively. In Mo8eit is detected whether a former
politician holds a relevant position in the nomiaat committee of the board of
directors (59 observations), and in Models 5 andag,independent directors (34
observations) and as proprietary directors (15 msiens) respectively. No model is
analyzed with former politicians holding such relet positions as executives since
represent only 8 observations. Models 5 to 7 atienated using only observations of
firms with a nomination committee (821). Regardoamtrol variables there are some
differences in this smaller sample, the most relévathat the negative influence on the
role of the board of directors in CEO turnover dseof the presence of interlocked
executive directors is replaced by the proportibexecutive directors. From Models 1
to 4, we may conclude that former politicians hotdrelevant positions in the board of
directors does not affect the boards’ role in CEfdver events. However, the board’s
role improves whenever former politicians hold velet positions in the nomination
committee. The probability of CEO turnover aftedlj@erformance increases when a
former politician holds such positions (Model Ssaif the former politician serves as
an independent director (Model 6). The unconditigm@bability of CEO turnover
events increases when the former politician seraera proprietary director, (Model 7).
In unreported results we replaced the dummy vagiaetecting the activity of former

politicians holding relevant positions in the noation committee by dummy variables
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detecting independent, proprietary and executivectbrs holding these positions
(being former politicians or not) and no positivetation with the role of the board of
directors is found regarding CEO turnover eventler&fore, the effect of former

politicians is not just due to the type of direstap they hold.

Table 9. CEO turnover with politicians in the Nomination Committee

GEE panel data logit models allowing persistenctéresiduals with Huber (1967) and White (19880Q) robust t
statistics (in parenthesis), where the dependarbia is a dummy variable to identify CEO turnoesents. The
key explanatory variables are dummy variables dietqoliticians holding relevant positions in theard of

directors and in the nomination committee (chaiceichair, secretary). In the full board there atgo dummy
variables detecting whether the former politicianves as independent, as executive, and as prayriitectors, in
the nomination committee as independent and pri@pyielirector. Models analyzing the nomination cattee have

less observations due to the existence of firm&amt such committee. See Table 8 for a descripgionontrol

variables. All explanatory variables are lagged padod, and also interacted with one period lagsfedk return.
Finally, a constant term, industrial sector andrylanmy variables are introduced, although omittedave space.
Chi is a Wald test of the statistical significanceabfthe explanatory variables. *** denotes sigréfice at the 1%
level; ** denotes significance at the 5% level;endtes significance at the 10% level.

Stock Return, ;

Relevant board position,. ;

Relevant board position,; x Stock return,_;

Relevant board position as Independent, ;

Relevant board position as Independent,; x
Stock return,;

Relevant board position as Executive, ;

Relevant board position as Executive, ; x Stock

returng,

Relevant board position as Proprietary, ;

Relevant board position as Proprietary, ; x
Stock return,,

Relevant position Nomination C.;

Relevant position Nomination C..; x Stock
returny,

Relevant position Nomination C. as
Independent,. ;

Relevant position Nomination C. as
Independent,_, x Stock return,,

Relevant position Nomination C. as
Proprietary, ;

Relevant position Nomination C. as
Proprietary, ; x Stock return_;

1)

2)

(3) (4) (5) (6)

)

-2.3474%**

(-2.5854)
-0.3832
(-1.0239)

-0.1606
(-0.2135)

-2.2252**
(-2.5113)

-0.2103
(-0.3046)

-0.9135
(-0.886)

-2.2911** -2.0972** -1.6565* -1.622*
(-2.4832) (-2.3498) (-1.7206) (-1.7094)

-1.0116
(-1.4324)

0.399
(0.5557)

-0.2597
(-0.3129)

2.7323
(1.3168)
-0.0352
(-0.0673)

-3.1166***
(-3.4648)

-0.8029
(-1.0041)

-4.9311%%*
(-4.62)

-1.599*
(-1.7802)

1.2462**
(2.2553)

2.7768
(1.5645)
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Table 9. CEO turnover with politicians in the Nomination Committee

(Continuation)
(1) ) 3) (4) (5) (6) )
Executives ownership,_; -0.0042 -0.0043 -0.0041 -0.0043 0.0031 0.0044 0.0023
(-0.7425) (-0.7508) (-0.7307) (-0.7546) (0.4573) (0.6294) (0.3437)
Non-executives ownership, 0.0069 0.007 0.0063 0.0065 0.0088 0.0092 0.0081
(1.2721) (1.2737) (1.1487) (1.1652) (1.6007) (1.6653) (1.4888)
Cl., 0.0025 0.0024 0.0015 0.0021 0.0037 0.0044 0.0037
(0.4915) (0.4511) (0.2954) (0.4043) (0.6865) (0.807) (0.7167)
CEO is board chair,_, -0.4165* -0.4194* -0.3873* -0.4083* -0.4846%* -0.4813** -0.494**
(-1.9387) (-1.9328) (-1.8002) (-1.9033) (-2.1624) (-2.0813) (-2.2473)
Board size,, -0.027 -0.0307 -0.0336 -0.0332 -0.0277 -0.0272 -0.0348
(-0.7937) (-0.9035) (-0.9762) (-0.9661) (-0.862) (-0.8233) (-1.1666)
% Executives in the board, ; -1.3068 -1.2329 -1.3041 -1.2211 -2.1038** -2.3265%* -1.8915*
(-1.4422) (-1.3736) (-1.4595) (-1.3696) (-2.0734) (-2.2333) (-1.8839)
Operations directors-firm,.; 0.1278 0.1173 0.0913 0.0986 0.1198 0.1155 0.1051
(0.6059) (0.5588) (0.4352) (0.4589) (0.5537) (0.527) (0.5001)
% Busy non-executive directors, ; 0.7404 0.8083 0.8 0.8849 0.4714 0.4279 0.4409
(0.8431) (0.9164) (0.9079) (1.0104) (0.4738) (0.424) (0.4502)
% Interlocked executive directors, ; 0.1933 0.1469 0.1696 0.1244 0.1939 0.2274 0.1095
(0.7285) (0.568) (0.6434) (0.4625) (0.7338) (0.8453) (0.4317)
Golden parachutes, , 0.0843 0.0625 0.096 0.0763 0.0346 0.0504 0.0482
(0.4248) (0.3142) (0.4835) (0.3811) (0.1728) (0.2484) (0.2386)
Voting Cap,, -0.2105 -0.225 -0.2107 -0.2227 -0.2484 -0.2485 -0.1358
(-0.8232) (-0.867) (-0.809) (-0.8704) (-0.8726) (-0.8369) (-0.4891)
Executives ownership, ; x Stock
return, ; 0.0122 0.0151 0.0126 0.0125 0.0223 0.0195 0.0171
(0.861) (1.0437) (0.8836) (0.8808) (1.502) (1.2782) (1.1265)
Non-executives ownership,.; x Stock
return, ; 0.0017 0.0008 0.0015 0.0006 -0.0043 -0.0039 -0.0015
(0.1856) (0.0936) (0.1738) (0.0697) (-0.4366) (-0.3907) (-0.171)
C1., x Stock return_; 0.0057 0.0063 0.0054 0.0047 0.0082 0.0098 0.0057
(0.5976) (0.6575) (0.5713) (0.5008) (0.7696) (0.9122) (0.606)
CEO is board chair,_; x Stock return_, -0.2416 -0.2647 -0.2595 -0.2078 -0.2967 -0.346 -0.2825
(-0.5128) (-0.5679) (-0.5425) (-0.4424) (-0.6113) (-0.7089) (-0.5756)
Board size,, x Stock return,_; 0.1525%* 0.1485** 0.147** 0.1321** 0.1299* 0.1198* 0.0935
(2.3767) (2.3725) (2.3151) (2.1297) (1.9174) (1.8156) (1.5532)
% Executives in the board, ; x Stock
returny; 0.7805 0.5252 0.7722 0.8043 0.2866 0.552 1.0316
(0.4857) (0.3292) (0.4682) (0.4892) (0.1488) (0.2814) (0.5615)
Operations directors-firm,, x Stock
returny; 0.1309 0.0774 0.1334 0.0522 -0.2925 -0.1949 0.1028
(0.3628) (0.2167) (0.3702) (0.1413) (-0.7577) (-0.5145) (0.2683)
% Busy non-executive directors, ; x
Stock return, 0.2006 0.0064 0.2579 0.3996 -0.2274 -0.1343 -0.0812
(0.1806) (0.0057) (0.234) (0.3611) (-0.168) (-0.1008) (-0.0655)
% Interlocked executive directors, ; x
Stock return,; 1.0826** 1.0316** 1.0743** 0.9759*%* 0.5777 0.5241 0.7121
(2.3843) (2.2645) (2.3733) (2.1799) (1.1768) (1.0617) (1.4712)
Golden parachutes, , x Stock return,_
1 0.3822 0.4266 0.3888 0.3694 0.4526 0.3927 0.1673
(0.9244) (1.0336) (0.9402) (0.8909) (1.0405) (0.9186) (0.3995)
Voting Cap,_, x Stock return,_; 0.1364 0.2558 0.1037 0.1356 0.7668 1.0219 0.3786
(0.2692) (0.5121) (0.2048) (0.2613) (1.5957) (1.8267) (0.767)
Year fixed effects Yes Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes
Observations 921 921 921 921 821 821 821
Chi® 83.9904*** 79.6308*** 80.0439*** 82.5875%** 72.8902*** 80.704*** 75.9769***
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We also estimated the models of Tables 8 and 9 patiled logit models, with
robust (Huber-White) standard errors clustered iby,fand results remain robust.
Robustness is also maintained if a dummy variatdmtifying the presence of state
ownership and its interaction with past stock mtis included in the set of control

variables. All these estimations are omitted teesspace, and are available on request.
4.2.2. Compensation of Executive Directors

We analyze whether the presence of former poliigim the board of directors,
and especially in the remuneration committee, lated with the average individual
compensation of executive directors. If the presesfdormer politicians is a reflection
of an unsolved agency problem, or generates anuttiin the quality of the board of
directors as a managers control mechanism, we egpkxger compensation in firms
with such directors (see Goergen and Renneboog],2fot the relation between
executives’ compensation and weak corporate gowes)a In these cases, former
politicians would not contribute to a good perfornoa of the board of directors. The
proposed model of compensation includes fixed papuses, cash from exerted stock

options, retirement benefits, and any additionalueeration from the firm.

From our initial sample with 1105 observations wseel 67 observations due to
mergers and acquisitions (9 observations) and to listings (58 observations). One
year lagged stock market data is required in oatyars. Additionally, 70 observations
are lost due to the existence of firms with no ex&es on their board (generating
missing values in our dependent variable), and B8exvations due to firms not
reporting executive directors compensation. Oumlfisample is formed by 920
observations. Starting and ending with 98 obsesnatin 2004 and 2012 respectively.

When positions in the remuneration committee aedyaed the sample reduces to 852
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observations, due to firms without such commitidee empirical models are estimated

with year and firm fixed effects and inference &séd on Huber-White t statistics.

The dependent variable is the log of the averagepemsation of executive
directors. The key explanatory variables are dumamnables detecting the presence of
former politicians in the boardroom. The structafecontrol variables follows Core et
al., (1999), with size (the log of market capitatinn), growth opportunities (the market
to book ratio), past performance (one period lagg€A and stock return), and risk
(the standard deviation of previous year monthlgclstreturns) as the economic
determinants of compensation based on firm charasts (see also Lambert and
Larcker, 1987, and Aggarwal and Samwick, 1999). Tiedel then considers the
ownership structure and other corporate governamagacteristics as proxies of a
potential uncontrolled agency problem. Our proxaes the same variables used in the
CEO turnover analysis with no lag. The average reeraf executive directors is also
considered. Furthermore, in our setting board sird the percentage of executive
directors also correct for the fact that the CE® tasget the highest pay, and therefore
the higher is the number of executive directors ith@re decreases the average of

executive directors’ compensation, our dependerialviz.

Table 10 shows the estimated models of executinexidirs’ compensation. Firm
size is a main determinant of executive directmsmpensation in Spain. Golder
parachutes are also a significant variable posjtivelated with compensation, these
devises act as a salary complement instead assttsté (hedging executive directors’
risk). The negative and statistically significarttetficient of Board size and of the
percentage of executive directors, show that thrasables control for the fact that our

dependent variable is the average compensatiorxexdfuéve directors and the CEO
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always gets higher compensation. Therefore, theerepecutive directors the lower the

average compensation is.

Table 10. Executive directors’ compensation with pdicians
Firm fixed effects panel data estimation with Hufle967) and White (1982, 1980) robust t statigticparenthesis).
The dependent variable is the log of the averadwioiual compensation of executive directors. Thg kxplanatory
variables are a dummy variable detecting politisiém the boardroom, and dummy variables detectihgtier
former politicians hold relevant positions in theabd of directors and in the remuneration commitsir, vice-
chair, secretary). In the full board there are alsmmy variables detecting whether the former pidih serves as
independent, as executive, and as proprietary tdirein the remuneration committee as independktudels
analyzing the remuneration committee have feweemfasions due to the existence of firms withouthsoommittee.
Control variables are the log of market capitalizatithe market to book ratio, one period laggedrredn assets and
stock return, the standard deviation of previoua yaonthly stock returns, the average tenure ofeiee directors,
and a bunch of ownership and corporate governaagables described in Table 8. Finally, a constarm, and year
dummy variables are introduced, although omitteskiee space. *** denotes significance at the 1%I|e¥ denotes
significance at the 5% level; * denotes significaiat the 10% level.

(1) () (3) (4) (5) (6) 7)

Politicians in the board 0.0157

(0.192)
Relevant board position 0.1146

(0.5337)

Relevant board position as
Independent -0.1449**
(-2.2818)
Relevant board position as
Executive 0.1004
(0.4458)
Relevant board position as
Proprietary 0.1336
(0.484)
Relevant position Remuneration
C. 0.0061
(0.0384)

Relevant position Remuneration
C. as Independent 0.1191

(1.3364)
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Table 10. Executive directors’ compensation with pdicians (Continuation)

(1) (2) (3) (4) (5) (6) (7)
Log Market Capitalization 0.1642***  0.1629***  0.1641***  0.1627***  0.1647***  0.1845***  (.1882***
(3.1489) (3.1347) (3.154) (3.1145) (3.158) (3.4418) (3.5322)
Market to Book -0.012 -0.0121 -0.0122 -0.0121 -0.0121 -0.0136 -0.0136
(-1.0446) (-1.0639) (-1.0685) (-1.0666) (-1.0657) (-1.1802) (-1.1798)
ROA.,; -0.0018 -0.0018 -0.0018 -0.0018 -0.0018 -0.0013 -0.0013
(-0.7965) (-0.8086) (-0.8114) (-0.8105) (-0.8097) (-0.5411) (-0.5644)
Stock return,, -0.0111 -0.009 -0.011 -0.0107 -0.009 -0.0257 -0.0287
(-0.2035) (-0.171) (-0.2021) (-0.1966) (-0.1725) (-0.4247) (-0.478)
Std(Stock return),.; -0.024 -0.0166 -0.0329 -0.0168 -0.0329 -0.1263 -0.1546
(-0.0577) (-0.0399) (-0.0786) (-0.0402) (-0.0799) (-0.2884) (-0.3517)
Executives ownership -0.0021 -0.002 -0.0021 -0.002 -0.002 -0.0021 -0.002
(-0.5463) (-0.516) (-0.5527) (-0.5327) (-0.5343) (-0.5231) (-0.5101)
Non-executives ownership 0.0021 0.002 0.0021 0.002 0.002 0.002 0.0021
(1.0529) (1.0269) (1.0518) (1.0369) (1.0358) (0.9895) (1.0687)
C1 0.0018 0.0017 0.0018 0.0018 0.0017 0.001 0.0011
(0.4829) (0.468) (0.4857) (0.4898) (0.4586) (0.2848) (0.292)
CEO is board chair -0.0109 -0.0056 -0.0088 -0.0113 -0.0023 0.026 0.0261
(-0.1067) (-0.0556) (-0.0863) (-0.1113) (-0.0225) (0.2568) (0.2559)
Board size -0.0385** -0.0378** -0.0382** -0.038** -0.038** -0.0373** -0.0376**
(-2.0606) (-1.9953) (-2.0192) (-2.0062) (-2.0057) (-2.0294) (-1.9989)
% Executives in the board -2.7085***  .2.7097***  -2.714%*** .2 7254%** .2 6935***  .3/1613***  -3.1739%**
(-6.0711) (-6.085) (-6.0755) (-6.0514) (-6.0423) (-7.5714) (-7.5348)
Mean tenure of board
executives -0.005 -0.0048 -0.0052 -0.005 -0.005 -0.0143* -0.0143*
(-0.633) (-0.612) (-0.6513) (-0.6297) (-0.6314) (-1.9681) (-1.9517)
Operations directors-firm -0.0437 -0.0476 -0.0444 -0.0454 -0.0468 -0.0106 -0.0123
(-0.6983) (-0.7679) (-0.7129) (-0.7334) (-0.7514) (-0.1658) (-0.196)
% Busy non-executive directors -0.1199 -0.1074 -0.1237 -0.1116 -0.119 -0.0532 -0.0757
(-0.528) (-0.4816) (-0.5514) (-0.501) (-0.5323) (-0.2004) (-0.2988)
% Interlocked executive
directors -0.0786 -0.0798 -0.0767 -0.0808 -0.0752 -0.0623 -0.0668
(-0.8192) (-0.8208) (-0.7888) (-0.8255) (-0.7687) (-0.6173) (-0.6637)
Golden parachutes 0.1802** 0.1793** 0.1819** 0.1845** 0.1753** 0.1989** 0.1954%**
(2.0935) (2.0789) (2.1043) (2.1042) (1.9924) (2.0735) (2.0536)
Voting Cap 0.1346 0.1388 0.1339 0.1349 0.1384 0.1865 0.1859
(1.0105) (1.0539) (1.0024) (1.0098) (1.0524) (1.3699) (1.3421)
Year fixed effects Yes Yes Yes Yes Yes Yes Yes
Firm fixed effects Yes Yes Yes Yes Yes Yes Yes
Observations 920 920 920 920 920 920 852
R? 0.2046 0.2341 0.2347 0.2342 0.2342 0.2347 0.2426
Adjusted R? 0.1914 0.2118 0.2124 0.2119 0.2119 0.2124 0.2187

Regarding the presence of politicians in the badrdirectors, as can be seen in
Table 10, there is no positive relation with exeaidirectors’ compensation, even if
the presence is in the remuneration committee thez 369 observations with former
politicians in the boardroom). We just detect distigally significant negative effect
when politicians hold a relevant position as indefsnt directors in the board of
directors (in 233 observations, see Model 3 in &alf)). Whenever politicians hold a

relevant position in the remuneration committee adetect no effect on executive
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compensation (64 observations represent such @asjtiln this committee, results are
also shown for independent directors (with presenc87 observations), the rest of
results are omitted for space considerations. \§e ahalyzed if what is relevant is the
presence of independent directors (being politi@nnot) holding relevant positions in
the board of directors, and no significant relatisnfound with executive directors’

compensation, results omitted to save space. Finadkults also remain robust if a

dummy variable detecting state ownership is alstutted as a control variable.

Summarizing, our evidence suggests that formetigalns in the boardroom and
in the remuneration committee do not deteriorae performance of the board of

directors in terms of control over executive dicgst compensation.

5. Conclusions

Our analysis corroborates that firms value formelitigsians as board directors,
with preference for politicians with high level pemsibilities, preferably in the Finance
ministry and in ministries related with industriglectors, such as Commerce,
Agriculture or Industry. Larger firms and firms lnmghly regulated industrial sectors do
have a higher preference for former politiciansnsistently with the higher propensity
of larger firms to obtain political connections ¢€e, 2006), and with the higher
dependence on politics of firms in highly regulatedustrial sectors (e.g., Agrawal and
Knoeber, 2001; Goldman et al., 2009). However,rnam contribution to the literature
on political connections of firms is to find thatlpicians present few differences with
respect to other directors in the measureable hehisnside the boardroom we analyze.
Politicians serve predominantly as independentctbre, but their activity in the full
board and in the board committees is almost aadheity of the other directors. We do

not find empirical evidence supporting a lower \atgi we just find weak empirical
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evidence suggesting higher activity among politisian terms of positions and in terms
of responsibilities. Finally, analyzing severalenednt outputs of the board of directors,
CEO turnover events and executive directors’ corsggon, we obtain empirical

evidence suggesting that this central role thatdigive to former politicians inside the
boardroom is not misbehavior. The performance & bimard of directors is not
deteriorated with the presence of former politisiam the boardroom. Interestingly, we
obtain some weak evidence suggesting an improver@aemtresults lead to a different
conclusion than Kang and Zhang (2015) in the U&difig a passive role of former
government directors. They also analyze measuratiizity of corporate directors

inside the boardroom, analyzing the meeting attecelawhich is a decision of each
director. However we analyze the positions of edicactor inside the full board and
inside the delegated committees, which is a datisfdhe firm, at least partially, and is
a reflection of the value assigned by the firm acrecorporate directdrFurthermore,

we only analyze the role of former politicians, ighthey also analyze directors who

worked in government agencies but were not paditisi

A simple attempt to analyze the relationship betwtee activity of politicians
and uncontrolled agency problems reveal that fimith former politicians serving as
directors present overall better corporate goveragmactices. This is inconsistent with
the hypothesis that political connections are sues of strong corporate governance
practices, as found by Shen et al. (2015) in Tajwahere political connections
facilitate the access to financial resources. Harea further analysis is required to
accurately value the relationship between the pisef former politicians and the rest

of corporate governance practices.

* The ARCG published by the Spanish firms does notaierinformation on meeting attendance of eachcttire
therefore we cannot corroborate whether the Kangzirang (2015) results hold also in our sample.
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In sum, or research contributes to the literaturettee quality of politicians as
corporate directors (e.g., Agrawal and Knoeber,12@bldman et al., 2009; Kang and
Zhang, 2015), suggesting an average quality. We mlake a contribution in the
literature on the cost of political connectiongg(eAggarwal et al., 2012; Chaney et al.,
2011; Okhmatovskiy, 2010; You and Du, 2012), sutiggghat there is no systematic
opportunity cost coming from the low quality of pigians as corporate directors.
Finally we contribute to the literature on polific@nnections in the continental Europe,
where ownership concentration is the rule (e.gneB8anchez et al., 2014; Ferguson
and Voth, 2008; Niessen and Ruenzi, 2009), progi@impirical evidence on the higher
propensity of political connections among largerm8, within highly regulated

industrial sectors, and preferably with high lefegmer politicians.

In future research we plan to further analyze wéetthe presence of former
politicians affects the quality of the board ofeditors, analyzing relevant outputs of the
audit committee, that is the quality of the outpiithe accounting system. This analysis
would provide further empirical evidence on theimatdity of the behavior of firms in
terms of the composition of the full board of dimes and especially of the audit
committee. Finally we also plan to analyze whetlige engagement of former
politicians in the boardroom is related with theemll value of the political connection
provided by each former politician. If the valueapolitical connection provided by a
former politician is sufficiently high (e.g., duetthis personal contacts) the firm might
accept a former politician with less quality asoaporate director, and therefore decide

a low engagement in terms of positions and comeitiemberships.
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