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Diversity, This study investigates demographic diversity in the boards of public firms
gender, quoted at Borsa Istanbul. The findings show that female directors are neither
nationality, corporate less educated nor less professionally qualified than male directors. However,
governance, consistent with the glass ceiling arguments, the percentage of female directors
Borsa Istanbul. that are CEOs or chairmen is lower compared to male directors. Also, a lower

percentage of them are independent and serve on audit committees. The
findings also show that a lower percentage of foreign directors are independent,
busy and serve on audit committees compared to Turkish directors. In addition,
directors that are CEOs, busy directors or independent directors are younger.
However, chairmen of firms are older. Lastly, the findings show that firms with
foreign directors have lower total advice quality, compared to firms with no
G34, M14 foreign directors. However, firms with female directors do not have a

significantly different advice quality, compared to firms with no female directors.

JEL Classification

1. INTRODUCTION

Numerous studies (Burgess and Tharenous, 2002; Carter et al., 2003; Arfken et al., 2004;
Peterson and Philpot, 2007; Anderson et al., 2011; Dobbin and Jung, 2011) investigate the
importance of diversity in the directors of boards. These studies argue that increased
diversity could potentially promote creativity, efficient problem-solving, a better
understanding of the markets by matching the diversity of the markets, improved skill
sets, improved company image, increased speed in the decision making process and
enhanced effectiveness of corporate leadership. Erhardt et al., 2003 argues that diversity
measures can be divided into two groups: (i) observable (demographic) diversity measures
such as gender, nationality and age, and (ii) non-observable diversity measures such as
education and professional expertise. In this study, | investigate observable diversity in the
boards of public firms listed at Borsa Istanbul.

There is no doubt that finance scholars value the terms performance and firm value the
most. Thus, the majority of previous work on diversity in public firms quoted at Borsa
Istanbul (Ararat et al., 2010; Ocak, 2013; Solakoglu, 2013; and Karayel and Dogan, 2014)
focus on the performance implications of demographic diversity with a main focus on
gender diversity. Still, the characteristics of directors are important for firms as well,
because company performance would depend on company strategies, which depend on
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the characteristics of strategic decision makers in that company (Heijltjes et al., 2003; Van
Veen and Marsman, 2008).

Therefore, a detailed investigation of characteristics of directors with various demographic
backgrounds could add to our understanding of the potential effects of the existence of
these diverse directors on firm performance and value. That is the main goal of this paper.

The first topic | investigate is the existence of female directors on boards. The percentage
of female directors on boards has increased in the last decade, especially in the post-SOX
period (Bernardi et al., 2006; Dalton and Dalton, 2010). Still, this percentage is
substantially low, except in countries such as Norway and Spain (Ferreira, 2010). One of
the potential explanations for this is that female directors could be perceived as lacking
the necessary qualifications for board appointments (Peterson and Philpot, 2007; Terjesen
et al., 2009). However, empirical evidence does not support this explanation (Adams and
Flynn, 2005; Dunn, 2012; Virtanen, 2012).

There is no doubt that the addition of female directors to boards could provide the
benefits of increased diversity summarized in the first paragraph. In addition, female
directors could (i) provide boards with knowledge of female market segmentation and
transformational leadership styles (Singh et al., 2008), (ii) serve as role models for lower
level female executives (Sealy and Singh, 2010), (iii) help create a female worker friendly
environment (Tate and Yang, 2014), and (iv) improve company image and reputation
(Burgess and Tharenous, 2002; Brammer et al., 2009). Thus their existence in boards could
be expected to be valued highly by financial markets (Bear et al., 2010; Campbell and
Vera, 2010; Ntim, 2014). Still, existence of female directors on boards could introduce
potential costs as a result of problems such as (i) conflicts and communication problems,
(ii) biases against their sound decisions as a result of male directors considering them as
out-group members (Shin, 2012), and (iii) the lack of independence of female directors
(Ruigrok et al., 2007).

The majority of empirical studies provide evidence suggesting that the existence of female
directors have positive effects on various corporate issues such as (i) improved
performance and value (Erhardt et al., 2003; Carter et al., 2003; Francoeur et al., 2008;
Anderson et al., 2011; Liickerath-Rovers, 2013, Peni, 2014), (ii) increased board meeting
attendance, (iii) increased CEO performance-turnover sensitivity (Adams and Ferreira,
2009), and (iv) smaller gender gap in compensation of top executives (Shin, 2012).
However, Rose (2007) and Carter et al. (2010) find no relationship between firm
performance and representation of female directors on boards. Abdullah (2013), on the
other hand, provides evidence suggestive of a negative relationship. In addition, Conyon
and Mallin (1997) and Peterson and Philpot (2007) show that female board members are
less likely to serve on the committees of boards compared to male directors. Studies
investigating the effects of female directors on firm performance for Turkish capital
markets provide mixed findings (Ararat et al., 2010; Ocak, 2013; Solakoglu, 2013; Karayel
and Dogan, 2014).

Based on these arguments, one could expect the potential benefits of the existence of
female directors on boards to outweigh potential costs, and thus, a high percentage of
female directors on boards. However, the findings of this study show that only 11% of
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directors of public firms are female directors. In addition, the percentage of female
directors that are CEOs or chairmen is significantly lower compared to the percentage of
male directors. This raises the question of why the glass ceiling (Karen and Thompson,
1997) still exists. One could potentially suggest lower qualification as the underlying
reason. However, the findings show that female directors are not less educated than male
directors.

Also, female directors are not professionally less-qualified than male directors. Still, a
lower percentage of them are independent and serve on audit committees. In addition,
boards with female directors do not have a lower total advice quality than boards with no
female directors.

The next issue | investigate is national diversity. Globalization of markets around the globe
has led to internalization of business operations of many firms (Heijltjes et al., 2003),
resulting in global partners, foreign institutional shareholders, foreign direct investments,
and sales to international markets. This requires firms to have an understanding of
dynamics of foreign markets. One way that this could be achieved more effectively is the
existence of directors with knowledge and experience in those markets, and advising
provided by them (Ramaswamy and Li, 2001; Ruigrok et al., 2006; Van Veen and Marsman,
2008; Greve et al., 2009; Masulis et al., 2012; and Daniel et al., 2013, Morikawa, 2014). In
addition, these directors could provide the potential benefits of director heterogeneity
discussed so far.

Foreign directors on boards could also (i) bring international experience to the board, (ii)
provide boards with valuable external connections such as those to business, social and
political circles (Masulis et al.,, 2012), (iii) signal firms’ intentions for globalization
(Ramaswamy and Li, 2001), (iv) signal efforts of a company against discrimination (Erhardt
et al., 2003), and (v) improve the reputation of firms in the market (Oxelheim and Randoy,
2003). Also, if these foreign directors are tied to foreign shareholders/partners in local
firms, their existence could potentially signal more effective monitoring as a result of
improved oversight from foreign shareholders (Ararat et al., 2010). In addition, the
existence of such directors could have an effect on the decision making process of firms,
which would be expected to be reflected to firm performance (Ramaswamy and Li, 2001;
Van Veen and Marsman, 2008).

Indeed, there could be potential costs related to the existence of foreign directors on
boards such as conflicts and communication problems (Erhardt et al., 2003). In addition, if
the director resides abroad, a decrease in effectiveness of monitoring could be expected
as a result of (i) difficulties and time constraints in visits to headquarters, (ii) less access to
firm-specific information, (iii) decreased ability of the director to cope with issues such as
the accounting applications, business applications and regulations of another country, (iv)
extra time and energy consumption required for international traveling and time zone
differences (Masulis et al., 2012), and (v) potential language barriers (Piekkari et al., 2013).

Masulis et al. (2012) provide evidence suggesting that the existence of foreign directors
have negative effects on firm performance. However, Daniel et al. (2013) show that
foreign directors have a positive effect on firm value. Oxelheim and Randoy (2003), and
Ntim (2013) provide parallel findings.
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Based on these arguments and empirical evidence, one could expect shareholders to elect
foreign directors to boards if they believe that the potential benefits associated with their
existence would outweigh the costs. Especially firms with global operations and foreign
partners could be expected to have a higher percentage of foreign directors on their
boards. The results show that around 11% of directors in the sample are foreigners.
Compared to Turkish directors, a lower percentage of foreign directors are independent
directors.

Also, a lower percentage of foreign directors are finance experts or lawyers. In addition, a
lower percentage of them serve on audit committees of firms. Lastly, firms with foreign
directors on their boards have lower total advice quality, compared to firms with no
foreign directors on their boards. These patterns could be explained by the behavior of
foreign companies that have partnerships with Turkish companies in electing their
employees as foreign directors for increased oversight purposes, rather than companies
hiring foreign directors with the belief that they would be more effective directors
compared to domestic directors. Untabulated results support this argument. The results
show that in 2012, the mean foreign director ratio for firms with no foreign blokcholders
was 2.84%, whereas it was 36.82% for firms with at least one foreign blockholder.

The last issue | investigate is age diversity. Directors beyond a certain age have received
criticism from the public media, especially following the crisis of 2008 (Berman, 2008). In
addition, reform advocates in some developed economies suggest the imposition of
mandatory retirement ages for directors and CEOs (Arioglu, 2013). Economics, psychology,
and sociology literature provides evidence of the negative effects of age on work
performance (Waelchli and Zeller, 2013), which could apply to members of boards, as
well.

As they get older, directors (i) could become less effective (Core et al., 1999), (ii) might
require stronger explicit incentives as they get closer to retirement age (Gibbons and
Murpy, 1992), and (iii) would be expected to use less sophisticated techniques in their
decision-making processes, such as those related to the investment strategy of firms,
having potential effects on value of the firms (Graham and Harvey, 2001). On the other
hand, older directors could provide boards with stability, experience and wisdom
(Anderson et al., 2011), and be beneficial in the development of younger directors.
However, younger directors might work harder in order to show their worth to the
market, as a result of their career concerns. They could also potentially bring more risk-
aversion and energy to the boardroom (Anderson et al., 2011).

In empirical studies, Wegge et al. (2008), Mclintryre et al. (2007) show that age diversity
has a positive effect on firm performance. However, Korniotis and Kumar (2011) and
Waelchli and Zeller (2013) provide evidence suggesting that director age has negative
effects on firm decisions and performance. In terms of initial public offerings and reverse
leveraged buyouts, which are associated with “more effective” governance applications by
firms, there is evidence suggesting that these firms appoint younger directors and CEOs
(Gertner and Kaplan, 1996; Boone et al., 2007; Cornelli and Karakas, 2012).

Based on these arguments, one could expect chairmen of companies to be older since
these positions would require experience and wisdom. On the other hand, remaining
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members of boards and committee members could be expected to be younger based on
the argument of Anderson et al. (2011). As expected, directors that are chairmen are
significantly older compared to other directors. On the other hand, directors that are CEOs
are significantly younger than directors, who are not CEOs. As expected, busy and
independent directors are significantly younger.

Before succeeding, it should be noted that previous studies investigating diversity at Borsa
Istanbul firms limit their samples to no more than 101 firms that are public.

On the other hand, my sample includes directors on boards of around 290 firms, covering
all the firms quoted at the National and Secondary markets of Borsa Istanbul.

2. DATA

In this study, | use hand-collected data, which is gathered from annual reports of firms.
These are reports that public Turkish companies are required to submit to the Public
Disclosure Platform. | also utilized data collected from the official web pages of the
companies. | excluded banks that are quoted at Borsa Istanbul. Before 2012, firms were
not required to share detailed information regarding their directors with the public.
Therefore, | conduct this study on firms that were public by the end of the years 2012 and
2013. This leaves me with a sample of 2079 board members for the end of year 2012, and
2066 board members for the end of year 2013. It should also be noted that the data for
some of the variables employed in this study is not available for all the directors. For
instance, for some directors, firms do not inform the public regarding professional
expertise or age of directors.

In this study, director ownership states the percentage of shares owned by a director
alone. The highest level of degree earned by a director is defined by the education level.
Abroad education states whether the director has a degree of bachelors or higher earned
from an institution, which is not located in Turkey. A finance expert is a director, who has
been, or currently is the CEO or on the board of a financial institution. A director is defined
as an accounting expert is she certifies as a CPA or equivalent. Professor and Lawyer
define the profession of the director if she is in that profession. Membership number
states total number of firms, that are not non-profit, whose boards directors sit on. A
director is defined as independent if she meets independence requirements imposed by
the Principles of Corporate Governance. In addition, a busy director is the one, who is an
independent director on focal firm and is on board of at least three different firms that are
not non-profits, following Fich and Shivdasani (2006). Various committee membership
variables state whether director is on those boards, separately.
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Table 1: Descriptive Statistics for Directors

The sample includes firms quoted at Borsa Istanbul National and Secondary markets at the end of the
years 2012 and 2013, with 2079 board members for the end of year 2012, and 2066 board members for
the end of year 2013. The education level of a director shows the highest level of degree earned by her.
Abroad education states whether she has earned a degree of bachelors or higher from an institution not
located in Turkey. A director is defined as a finance expert is she has been, or currently is the CEO or on
the board of a financial institution. A director is defined as an accounting expert is she certifies as a CPA or
equivalent. Average directorship number states how many non-profit firms’ board the directors the
director stays on. A director is defined as an independent director if she meets the independence
requirements imposed by the Principles of Corporate Governance. A director is defined as a busy director,
if she is an independent director on the focal firm and she is on the board of at least three different firms
that are not non-profits.

Director Characteristics

2012 2013
Number of Directors 2079 2066
Female 238 229
Foreigner 226 237
PhD Degree 181 186
Masters Degree 567 543
College Degree 1006 1016
High School or Lower 92 86
Abroad Education 778 753
Finance Expert 745 769
Accounting Expert 210 213
Lawyer 126 111
Professor 119 119
Audit Committee Member 551 559
Governance Committee Member 628 664
Risk Committee Member 236 487
Average Directorship Number 3.32 3.45
Age 54.33 54.71
Independent Director 607 613
Busy Director 171 195

To calculate the proxy for the advising quality of boards, | follow Coles et al. (2014). |
determine which other firms’ boards the independent director stays and count number of
directors on those firms’ boards (excluding her). Then, | calculate total number of outside
board connections for independent board members on a specific board, eliminating
duplicate ties for board members. This sum is called “total advising”. In addition, |
consider external connections only in other public firms, since data is not available for
non-public firms. For example if director Abc Xyz stays on the board of T Corp. as an
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external connection, and T Corp. is not a public company, | am not able to find the other
directors in that company, whom Abc Xyz is connected to.

The descriptive statistics regarding the sample are presented in Table 1. The Table shows
that around 11% of the directors on company boards are females. 11% of directors are
foreigners. It can also be observed that over 95% of the directors have degrees earned at
least at bachelor level. A good portion of these directors are finance experts. However,
same cannot be stated in terms of being accounting experts, lawyers, or professors. These
directors hold, on average around 3.40 board seats in for-profit firms. The average
director age is approximately 54. Out of these directors, almost 30% are independent. In
addition, approximately 9% of them are busy.

3. RESULTS
3.1. Gender

Findings regarding female directors are presented in Table 2. The Table shows that around
11% of directors in public firm boards are females. The percentages of female directors
that are CEOs or chairmen in firms are significantly lower compared to male directors. In
2013, 3.49% of female directors are CEOs, whereas 7.68% of male directors are CEOs. Out
of these 229 female directors, 7.11% are chairmen. On the other hand 14.62% of male
directors are chairmen. Even though female directors do not appear to be significantly less
educated or less of experts as shown in Table 2, they still hold less leadership positions in
firms. These findings could potentially be explained by the glass ceiling, which is suggested
to prevent female from being promoted to top positions in teams, such as boards (Karen
and Thompson, 1997).

On the other hand, around 20% of female directors are independent, which is significantly
lower compared to male directors. This evidence is consistent with the arguments of
Ruigrok et al. (2007), even though it contradicts the findings of Conyon and Mallin (1997).
One potential explanation could be that, as Ruigrok et al. (2007) argue, these directors are
appointed to boards based on recommendations of CEOs or chairmen of boards, who run
family controlled firms and these female directors are members of families, and are not
independent.

Table 2 also presents that 3.93% of these female directors are foreigners. However, a
significantly higher percentage of male directors are foreigners, 12.41%. This could be
explained by the fact that even in other countries, percentage of female directors are
significantly lower in boardrooms and therefore, in the case that these foreign directors
are appointed to boards as a result of partnerships with or ownership by foreign
companies, it is natural that their existence in boards are lower.

In terms of education qualifications of these female directors, 3.09% have PhD, 31.44%
have masters, and 58.24% have bachelor degrees. These figures point out to the fact that
female directors are not under-educated, compared to male directors. The opposite could
have been expected to be observed maybe couple decades ago. In terms of higher
education degrees earned from institutions that are not located in Turkey, around 41% of
directors have these degrees, which is almost the same for male directors.
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In terms of age, what is observed is that female directors are significantly younger. On
average, they are 48.74 years old, whereas male directors are 55.38 years old. A potential
explanation for this would be that in earlier decades, females’ school attendance and
employment rates were lower and thus majority of the older directors are male directors.
This is in accordance with the figures presented in Table 4.

On the other hand, in terms of professional expertise, what is observed is that 46.63% of
female directors are finance experts. 7.32% of them are accounting experts, 5.16% of
them are lawyers, and 3.29% of them are professors. These findings suggest that, in terms
of professional qualification, female directors are not significantly less qualified than male
directors. Thus, a potential argument suggesting that the percentage of female directors
on boards being low is an outcome of their lower qualifications (Peterson and Philpot,
2007; Terjesen et al., 2009) does not appear to be valid.

Another figure presented in Table 2 is the existence of female directors on important
board committees. Table 2 shows that 18.75% of female directors are appointed to
auditing committees, which is significantly lower compared to male directors. One could
argue that this is an outcome of their lower qualifications. However, the findings so far do
not support this view. An alternative explanation could be the fact that a lower
percentage of female directors are independent directors and PCG requires audit
committees to be composed of solely independent directors. If the qualification argument
was to be valid, then a similar pattern could have been observed in terms of appointments
to other board committees. However, it is not. 30.80% of female directors serve on
governance committees, whereas 20.54% of them serve on risk committees. These figures
are not significantly lower, compared to male directors.

In terms of total board membership numbers, female directors, on average, stay on
boards of 3.30 for-profit firms’ boards. This figure is 3.47 board seats for male directors.
This evidence could be considered to suggest that female directors are assigned to board
seats as often as male directors. However, it contradicts the main finding of low female
presentation on boards. A potential explanation could be that these female directors stay
on boards of firms that are controlled by a group or family, and female directors receive
board appointments on these non-public firms’ boards as a result of their ties with the
group or family. In terms of the percentage of female directors that are busy, the figure is
7.25%. This percentage is not significantly different compared to male directors. Also,
female directors are not different than male directors in terms of average share
ownership.
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Table 2: Gender Diversity
The sample includes firms quoted at Borsa Istanbul National and Secondary markets at the end of the years
2012 and 2013, with 2079 board members for the end of year 2012, and 2066 board members for the end of
year 2013. The education level of a director shows the highest level of degree earned by her. Abroad
education states whether she has earned a degree of bachelors or higher from an institution not located in
Turkey. A director is defined as a finance expert is she has been, or currently is the CEO or on the board of a
financial institution. A director is defined as an accounting expert is she certifies as a CPA or equivalent.
Average directorship number states how many non-profit firms’ board the directors the director stays on. A
director is defined as an independent director if she meets the independence requirements imposed by the
Principles of Corporate Governance. A director is defined as a busy director, if she is an independent director
on the focal firm and she is on the board of at least three different firms that are not non-profits. Total
advising quality is calculated following Coles et al. (2014).

2012 2013
PANEL A: Means and Percentages of Directors
Female Male Female Male
Number of Directors 238 1841 229 1837
CEO ***3.36% 7.82%  ***3.49% 7.68%
Chairman **%7.26% 14.87% ***7.11% 14.62%
Independent **%20.17% 30.51% ***19.21% 30.97%
Foreigner **%2.52% 11.95% ***3.93% 12.41%
PhD Degree 3.90% 10.54% 3.09% 10.99%
Masters Degree 34.14% 30.28% 31.44% 29.44%
College Degree 54.14% 54.40% 58.24% 55.16%
High School or Lower 7.80% 4.78% 7.23% 4.41%
Abroad Education 41.95% 42.32% 41.24% 41.26%
Age **%47.70 55.11  ***48.74 55.38
Finance Expert *44.50% 38.57% *46.63% 40.34%
Accounting Expert **6.02% 11.80% *7.32% 11.92%
Lawyer 6.14% 6.43% 5.16% 5.80%
Professor *2.63% 6.49% *3.29% 6.50%
Audit Committee Member **%18.14% 29.13% ***18.75% 28.79%
Governance Committee Member 29.33% 32.13% 30.80% 33.13%
Risk Committee Member 15.11% 11.57% 20.54% 24.55%
Average Membership # 3.31 3.32 3.30 3.47
Busy Director *5.77% 9.70% *7.25% 10.73%
Average Share Ownership 1.82% 2.04% 1.59% 2.16%
PANEL B: The Existence of Female Directors on
Boards
No Yes No Yes
Total Advice Quality *4.42 6.14 4.05 5.61

**k ** and * present significance at 1%, 5%, and 10% levels.

A very important observation is derived from Panel B of Table 2. The Table shows that in
terms of total advice quality, boards that have female directors do not significantly differ
from boards with no female directors. The mean total advice quality measure has a value
of 4.05 for firms with female directors, whereas this figure is 5.61 for firms with no female
directors. | observe similar patterns for 2012.
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3.2.Nationality

Table 3 presents findings regarding foreign directors. Around 11% of directors in the
sample are foreigners. Among these foreign directors, 4.64% are CEOs in firms, whereas
10.55% are chairmen, at the end of 2013. These figures reveal that the percentage of
foreign directors with top hierarchical positions is not significantly less, compared to non-
foreigner directors. This suggests that a modified version of a glass ceiling does not exist
for foreign directors. In addition, this could be an outcome of substantial share ownership
in public firms by foreign companies and foreign partners of controlling groups electing
directors tied to them. The potential ties, which could violate independence, to these
foreign companies could also explain the observation that a significantly less percentage
of foreign directors are independent directors.

In terms of educational background, Table 3 shows that 10.48% of these foreign directors
have PhD degrees, whereas 30.00% have masters and 55.70% have bachelor degrees.
Based on these observations, it can be argued that foreign directors are not lower, or as
one could potentially expect, higher educated than domestic directors. However, a
potential argument about the quality of the degrees earned could be made, since a very
significantly higher percentage of these directors have degrees earned from institutions
located outside of Turkey, 98.48%. This figure is not surprising but it is still important,
since the common view in Turkey is that education abroad is of higher quality. Rankings of
higher education institutions around the globe are supportive of this argument.

Regarding their professional expertise, a significantly lower percentage of foreign directors
are finance experts, compared to domestic directors, 32.83%. However, they do not differ
from domestic directors, in terms of the percentages of them that are accounting experts
and lawyers. Yet, the percentage of them that are professors is significantly lower, 1.90%.
This could potentially be explained by an argument that as a nature of their occupation,
professors that are board members at the same time locate in their domestic countries.
Thus they are not very highly likely to receive board directorships in Turkey, unless they
are retired.

It can also be observed in Table 3 that a significantly lower percentage of foreign directors
are on audit committees of firms, 11.16%. This figure is 29.83% for domestic directors.
This could be explained by the argument of Masulis et al. (2012). It is possible that these
directors are not familiar with the local accounting applications and regulations, which
would be an important factor especially for audit committee membership, as opposed to
other committees. The figures are supportive. The percentage of foreign directors that
serve on governance committees is 27.90%, while 24.03% of them serve on risk
committees. These figures are not significantly different compared to domestic directors.
The average directorship in for-profit firms and the percentage of busy directors among
foreign directors is significantly lower compared to domestic directors; 2.92 directorship
on average. However, | believe that these figures do not necessarily imply that foreign
directors are less busy. It is possible firms at Borsa Istanbul do not disclose information
about all current board memberships of these directors, in other countries.
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Alternatively, it is possible that, as an outcome of their ties with foreign controlling groups
or partners, these directors locate to Turkey and mainly focus on the operations of focal
firms, and quit their board positions in home countries.

Table 3: National Diversity

The sample includes firms quoted at Borsa Istanbul National and Secondary markets at the end of the years
2012 and 2013, with 2079 board members for the end of year 2012, and 2066 board members for the end of
year 2013. The education level of a director shows the highest level of degree earned by her. Abroad
education states whether she has earned a degree of bachelors or higher from an institution not located in
Turkey. A director is defined as a finance expert is she has been, or currently is the CEO or on the board of a
financial institution. A director is defined as an accounting expert is she certifies as a CPA or equivalent.
Average directorship number states how many non-profit firms’ board the directors the director stays on. A
director is defined as an independent director if she meets the independence requirements imposed by the
Principles of Corporate Governance. A director is defined as a busy director, if she is an independent director
on the focal firm and she is on the board of at least three different firms that are not non-profits. Total
advising quality is calculated following Coles et al. (2014).

2012 2013
PANEL A: Means and Percentages of Directors
Not Not
Foreigner Foreigner Foreigner Foreigner
Number of Directors 226 1853 237 1829
CEO 5.75% 7.50% *4.64% 7.55%
Chairman 10.62% 14.42% 10.55% 14.22%
Independent **%15.04% 31.07% ***12.66% 31.88%
Female **%2.65% 12.52% ***3.80% 12.03%
Male **%97.35% 87.48% ***96.20% 87.97%
PhD Degree 10.50% 9.71% 10.48% 10.04%
Masters Degree 33.00% 30.41% 30.00% 29.57%
College Degree 55.50% 54.34% 55.70% 55.23%
High School or Lower 1.00% 5.55% 3.82% 5.16%
Abroad Education **%98.49% 35.47% ***98.48% 34.30%
Age *%52.35 54.55 53.55 54.83
Finance Expert 34.00% 39.87% **32.83% 42.00%
Accounting Expert *7.50% 11.57% 9.60% 11.63%
Lawyer 8.96% 6.09% 8.10% 5.45%
Professor **%1.89% 6.55%  ***1.90% 6.67%
Audit Committee Member **%12.96% 29.70% ***11.16% 29.83%
Governance Committee Member *26.89% 32.46% *27.90% 33.52%
Risk Committee Member *16.04% 11.48% 24.03% 24.12%
Average Membership # 3.11 3.35 *%2.92 3.52
Busy Director **6.44% 9.60% ***5.78% 10.96%
Average Share Ownership ***0.04% 2.22%  ***0.04% 2.32%
PANEL B: The Existence of Foreign Directors on
Boards
No Yes No Yes
Total Advice Quality **4.75 7.25 ***3.76 8.15

**% k* and * present significance at 1%, 5%, and 10% levels.
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In terms of share ownership in firms, foreign directors own a significantly lower
percentage compared to domestic directors, 0.04%. This could be an outcome of them not
being tied to families that control firms, which would be the case for domestic directors. In
addition, it can be observed in Panel B that firms with foreign directors have lower total
advice quality compared to firms with no foreign directors; with values of 3.76 and 8.15
consecutively. This could be, however, an outcome of the observation that a lower
percentage of foreign directors are independent, which has a direct effect on the advising
quality metric employed. | observe similar patterns for 2012.

3.3. Age

The findings regarding the age diversity are presented in Table 4 and Table 5. Table 4
presents the percentages of directors in certain age brackets, with various characteristics.
The brackets in the Table are constructed based on the 25%, 50% and 75% percentiles of
age distributions of directors in the specific years. Table 5 presents the comparison of
average age values between various groups, such as directors who are CEOs and who are
not.

What Table 4 shows is that at the end of 2013, a lower percentage of directors in the
oldest directors group are CEOs in the companies, 3.27%. This could potentially be a result
of expectations of lower dynamism from older directors, assuming that CEOs would be
expected to be more active. In terms of chairmen of boards, the Table shows that a lower
percentage of directors in the youngest directors group are chairmen of the firms,
compared to other age groups. This could be an outcome of a belief that these younger
directors would lack the wisdom and experience required for the chairman position.
Another explanation would be that, since majority of the firms quoted at Borsa Istanbul
are controlled firms (Arioglu, 2014), the eldest of the controlling family remains as the
chairman of the firm.

An interesting pattern observed in Table 4 is that as the age bracket of directors increases,
the percentage of them that are independent increases. It could be possible that these
directors are appointed as independent directors as they get older and build reputations
as effective monitors. Another explanation could be that with their experience, older
directors are believed to be more effective monitors, the reason why independent
directors are appointed. These could also be the underlying reasons for the observation
that as the age bracket gets higher, a higher percentage of directors serve on audit
committees, as well. Another interesting pattern is observed for the percentage of
directors that are females in an age brackets. As the age bracket gets higher, the
percentage of female directors gets lower. This could be an outcome of the fact that, in
the earlier decades, females were not very likely to join work force in Turkey, and thus the
percentage of female directors that are old is low.
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Table 4: Age Diversity

The sample includes firms quoted at Borsa Istanbul National and Secondary markets at the end of the years 2012
and 2013, with 2079 board members for the end of year 2012, and 2066 board members for the end of year
2013. The education level of a director shows the highest level of degree earned by her. Abroad education states
whether she has earned a degree of bachelors or higher from an institution not located in Turkey. A director is
defined as a finance expert is she has been, or currently is the CEO or on the board of a financial institution. A
director is defined as an accounting expert is she certifies as a CPA or equivalent. Average directorship number
states how many non-profit firms’ board the directors the director stays on. A director is defined as an
independent director if she meets the independence requirements imposed by the Principles of Corporate
Governance. A director is defined as a busy director, if she is an independent director on the focal firm and she is
on the board of at least three different firms that are not non-profits. Total advising quality is calculated
following Coles et al. (2014).

2012 2013
Age Groups Age Groups

22-47 48-54 55-62 63-91 23-47 48-54 55-62 63-92
Number of Directors 836 417 429 397 838 404 426 398
CEO 8.01% 8.63% 839% 3.27% 7.52% 9.16% 8.22% 3.52%
Chairman 8.56% 17.75% 16.71% 18.39% 8.41% 17.33% 16.20% 18.78%
Independent 24.85% 22.65% 34.35% 40.30% 25.78% 23.02% 34.51% 39.45%
Female 17.22% 11.27% 7.69% 3.53% 15.87% 12.87% 6.81% 3.77%
Male 82.78% 88.73% 92.31% 96.47% 84.13% 87.13% 93.19% 96.23%
Foreigner 13.64% 11.51% 8.39% 7.05% 14.44% 12.62% 9.15% 6.53%
PhD Degree 7.89% 10.73% 10.09% 11.59% 8.25% 11.00% 8.85% 13.60%
Masters Degree 35.58% 30.48% 28.51% 25.19% 34.62% 25.75% 31.33%  23.90%
College Degree 51.52% 55.12% 56.71% 54.91% 52.91% 58.50% 56.93% 54.60%
High School or Lower 5.01% 3.67% 4.69% 8.06% 4.21% 4.75% 2.88% 7.90%
Abroad Education 45.69%  45.37% 33.49% 43.22% 43.95% 43.00% 35.89% 41.01%
Age 40.62 50.95 58.28 69.98 40.57 51.04 58.36 70.18
Finance Expert 38.20%  46.47% 35.60% 37.47% 40.95% 48.76% 38.21% 36.36%
Accounting Expert 8.91% 10.22% 12.88% 13.80% 9.80% 11.44% 12.26% 13.10%
Lawyer 7.64% 461% 3.97% 8.56% 6.90% 3.97% 2.35% 9.05%
Professor 4.23% 5.83% 6.31% 9.32% 5.08% 5.21% 5.88% 9.30%

Audit Committee Member 24.16% 22.33% 32.05% 36.75% 23.49% 23.37% 31.50% 36.55%
Governance Committee
Member 31.74% 30.67% 34.06% 30.97% 31.77% 33.42% 34.37% 32.99%

Risk Committee Member 11.48% 9.73% 12.56% 14.70% 22.87% 23.62% 26.25% 24.87%
Average Membership
Number 3.01 3.64 3.39 3.54 3.02 3.78 3.85 3.53

Busy Director 4.35% 11.29% 11.79% 14.01% 6.11% 9.11% 17.20%  12.57%
Average Share Ownership 1.93% 191% 1.84% 2.48% 1.83% 2.32% 1.65% 2.93%
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Table 5: Mean Age Values for Comparison Groups

The sample includes firms quoted at Borsa Istanbul National and Secondary markets at the end of
the years 2012 and 2013, with 2079 board members for the end of year 2012, and 2066 board
members for the end of year 2013. The education level of a director shows the highest level of
degree earned by her. Abroad education states whether she has earned a degree of bachelors or
higher from an institution not located in Turkey. A director is defined as a finance expert is she
has been, or currently is the CEO or on the board of a financial institution. A director is defined as
an accounting expert is she certifies as a CPA or equivalent. Average directorship number states
how many non-profit firms’ board the directors the director stays on. A director is defined as an
independent director if she meets the independence requirements imposed by the Principles of
Corporate Governance. A director is defined as a busy director, if she is an independent director
on the focal firm and she is on the board of at least three different firms that are not non-profits.
Total advising quality is calculated following Coles et al. (2014).

2012 2013

Mean Age Mean Age

CEO **%51.73 **%51.88
Not CEO 54.54 54.93
Chairman ***57.08 ***57.58
Not Chairman 53.83 54.19
Busy ¥*%57 71 ***57 29
Not Busy 53.89 54.21
Independent **%¥56.64 ***56.67
Not Independent 53.36 53.83
Female **%47.70 **%48.74
Male 55.11 55.38
Foreigner **52.35 53.55
Not Foreigner 54.55 54.83
Audit Committee Member **%56.42 **%56.70
Not Audit Committee Member 53.55 53.98
Governance Committee Member 54.41 54.83
Not Governance Committee Member 54.34 54.73
Risk Committee Member 55.02 54.61
Not Risk Committee Member 54.27 54.82

**k ok and * present significance at 1%, 5%, and 10% levels.

An interesting pattern is also observed regarding the percentage of foreign directors in
each age bracket. As the age Bracket gets higher, the percentage of directors that are
foreigners in that age bracket decreases. This could be consequent of a preference by
older foreign directors not to be on a board in a foreign country after a certain age, or
their willingness to locate back to their home countries after a certain age. An opposite
pattern is observed for academicians in each age group. As the age bracket gets higher,
the percentage of professors in that group increases. It could be possible that
academicians prefer not to be on boards of firms in early stages of their careers. Another
reason might be that academicians build their reputations as they get older and have
more research and expertise on specific topics and thus are appointed by firms to boards.
They could also be preferring to delay any potential board directorships until they retire
and still want to be in the business environment. These patterns are observed for both the
end of 2012 and 2013.
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The figures in Table 5 are supportive of the evidence in Table 4, and the discussions above
regarding the observations about Table 4. At the end of 2013, directors that are CEOs are
significantly younger than directors, who are not CEOs. For the CEO group, the mean age
value is 51.88, whereas it is 54.93 for the other group, at the end of 2013. However, for
chairmen, the opposite is observed. Directors that are chairmen are significantly older,
compared to other directors, with an average age of 57.58, as opposed to 54.19. On the
other hand, busy directors and independent directors are significantly younger, compared
to non-busy and non-independent directors. For busy directors, the mean age value is
57.38, whereas this value is 56.67 for independent directors. Lastly, the mean age value
for directors, who are on audit committees, is 56.70, significantly higher than directors
that are not on these boards. | observe similar patterns for the end of 2012.

4. CONCLUSIONS

In this study, | investigate demographic diversity of directors on boards of firms quoted at
Borsa Istanbul. Demographic attributes such as gender, age and nationality of directors
have attracted substantial attention in corporate governance literature. These
demographic characteristics of directors on boards are believed to provide the boardroom
with diversity, which is argued to have various benefits for boards and the way their
members think and perform.

My findings show that female presentation on boards is low. In addition, the percentages
of female directors that are CEOs or chairmen in the firms are significantly lower
compared to the percentages of male directors. They are neither less educated nor less
professionally qualified than male directors. These findings are supportive of the
arguments regarding the existence of a potential glass ceiling. My findings also reveal that
a lower percentage of female directors are independent. A lower percentage of female
directors serve on audit committees, whereas there is no significance difference,
compared to male directors, in terms of the percentage of female directors serving on
governance and risk committees.

Based on these findings, one could suggest that public firms could appoint more female
directors to boards in order to benefit from potential diversity effects they would have,
especially knowing that they are not less educated or professionally qualified compared to
male directors. Future research can more formally and in a causal matter investigate the
underlying reasons for these observations regarding female directors. In addition, market
reaction to appointments of or departures from boards of female directors could be
investigated to understand how markets perceive female directors’ existence on boards.

Regarding foreign directors, a low percentage of directors on boards of firms quoted at
Borsa Istanbul are foreigners. A less percentage of foreign directors are independent
directors. Naturally, majority of them have degrees earned from institutions located
outside of Turkey. Also, a lower percentage of foreign directors are finance experts or
lawyers, and serve on audit committees of firms, with lower share ownership in firms. The
average directorship in for-profit firms and the percentage of busy directors among
foreign directors is lower compared to domestic directors. In addition, firms with foreign
directors on boards have lower total advice quality, compared to firms with no foreign
directors on boards.
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Based on these findings, one could suggest that public firms could increase the percentage
of foreign directors, especially if they or are planning to have operations in other
countries, in order to benefit from positive aspects of diversification. However, it might
not be possible to attract foreign directors to move to Turkey for a aboard membership.
And in the case that they accept to be board members in Turkish public firms and prefer
to reside abroad, potential costs of national diversity in the boardroom could be
pronounced. In future studies researchers can investigate the business operations of
Turkish firms in other countries and their likelihood of appointing directors from those
countries to the boards. Based on the arguments by proponents and opponents of the
effectiveness of foreign directors on monitoring, researchers can investigate the
relationship between the existence of foreign directors and the likelihood of instances
such as fraud or financial restatements.

| also investigate age diversity in public firms and show that directors that are CEOs are
younger than directors, who are not CEOs. An opposite pattern is observed in terms of
chairmen and their age. Directors that are chairmen are older. In addition, busy directors
and independent directors are younger. Lastly, the mean age value for directors on audit
committees is lower than directors that are not on these committees. In future studies,
researchers can examine the reaction of the market when directors or chairmen announce
their retirement as a result of age. Lastly, the preference for older chairmen by firms could
be investigated through the examination of the potential founder positions of these
chairmen.

Overall, | believe that as the era of corporate governance research is starting for Turkish
capital markets, as a consequence of increased accessibility of detailed information
following the new Turkish Commercial Code and the Principles of Corporate Governance,
there is much to be investigated regarding diversity in the boardroom.
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