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Abstract 

This thesis investigates the effect of change in the institutional environment on governance practices 

in the banking sector following the financial crisis of 2008. We consider systemically important banks 

in North America and Europe at three points in time to search for trends in corporate governance 

systems and relate the developments to changes in regulative, normative and cultural-cognitive 

institutions. The analysis and the discussion build upon agency theory, stakeholder theory and new 

institutional theory, and we combine quantitative and qualitative findings in a method inspired by 

clinical research in finance. Our results indicate a shift in corporate governance practices following 

the financial crisis. The changes span across several categories within banks’ governance system, and 

we argue that the coincidence of these developments and changes in the institutional environment 

support a perspective where agency theory is complemented with stakeholder theory and new 

institutional theory. We discuss how several facets of the institutional environment, spanning beyond 

the formal, have affected banks in a meaningful way and we argue that stakeholders have been 

successful in making their demands heard through institutional mechanisms. 
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1. Introduction 

This thesis examines corporate governance among banks during and following the financial crisis of 

2008, and presents an approach where changes in the institutional environment are used for explaining 

the developments we observe in the banking sector. While the debate on causes of the severe financial 

turmoil that burst in 2008 and plagued the economy for years to come remains unsettled, the banking 

sector is often presented at the centre of the events and as one of the key drivers behind the downturn. 

In particular, banks have been criticised for excessive risk-taking, weak governance structures and 

lacking oversight. We consider practices and tendencies within banks’ corporate governance practices 

and study changes in their ownership constituencies in order to investigate changes made following 

the crisis. Intuitively, banks should become subject to pressures from their surrounding institutions and 

the stakeholder society to correct practices which, following the financial crisis, were perceived as 

flawed. We provide an assessment of whether such a connection can be demonstrated, and if so which 

influences have been most effective in driving change in bank’s corporate governance practices. 

The research is motivated by the particular institutional environment which emerged around the 

banking sector in the aftermath of the financial crisis. Since the outbreak of the financial crisis can be 

connected with a limited set of events and thereby narrowly defined to take place in the second half of 

2008, and since much media and political attention has been directed towards the financial sector in 

general, and risk management among banks in particular, the setting constitutes a good testing ground 

for our investigation into the relevance of an institutional perspective and a stakeholder approach in 

the study of corporate governance. 

In contrast to other sectors, there are a number of reasons why banking is particularly well suited for 

our purposes. First, the sector was subject to intense turmoil during the financial crisis which may 

have increased the propensity to adjust to changes in the institutional environment. Also, banks have 

been under closer scrutiny for its approach to risk-taking, in particular through powerful financial 

incentive packages for key executives, which further reinforce the linkage between internal 

governance and the surrounding environment. Moreover, banks play a central role in the financial 

system and failures risk spilling over on depositors and investors, but also on involuntary stakeholders 

in society through costly externalities. This means that banks face other governance issues than most 

other firms and that they tend to have larger stakeholder groups with a diverse set of interest in their 

operations. Still, the crisis has shown how some of the largest and most sophisticated banks, operating 

in the world’s most developed economies, were subject to some of the most severe governance issues. 

This raises many questions, and we hope to present an approach which brings us closer to an 

understanding of the interplay between corporate governance and changes in the institutional 

environment. 
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Our research also ventures into a relatively unexplored branch within corporate governance during the 

financial crisis of 2008. Much previous research has focused on the effect of corporate governance on 

banks’ performance during the crisis to arrive at a proven best practices, and indications of what 

practices have made banks most agile and able to effectively handle the distressed situation On the 

contrary, our investigation targets an understanding of what happened to corporate governance 

following the crisis and how this can be explained on the basis of institutional change. Thereby, this 

paper is among the forerunners in an area that has only recently become open to research due to 

passage of time and a sequential adaptation among banks to the new environment. 

Further, we set out to adopt an approach which accommodates both agency theory, stakeholder theory 

and new institutional theory. Traditionally, agency theory which is centred on individual actors’ 

pursuit of their own economic interests has been at the centre of any corporate governance study. New 

institutional theory, on the other hand, addresses the institutional embeddedness of organization and its 

authors criticise agency theory for being undersocialised and simplistic in its consideration of 

economic behaviour. For example, researchers have pointed out how politics shape economic 

behaviour beyond what can be explained by agency theory (Fligstein, 1990; Roe, 1994; Roy, 1997). 

Stakeholder theory constitutes a bridge between the two theories and introduces an additional set of 

interest, stemming from the organization’s surrounding environment, to the considerations of actors in 

an agency theory setting. The purpose of bringing the three strands of theory together is to bring a 

more holistic and contextual perspective on corporate governance. In the framework we present, the 

different theories are mutually supportive and used to study the same phenomenon at various levels of 

the organization. 

In terms of research design, we present a methodology where we combine quantitative measures with 

more qualitative information. Data on corporate governance in banks is collected for predefined 

proxies and the development in these variables over time is used to detect trends in the period 2003-

2011. To assess the connection between our results and changes in the institutional setting, we present 

selected cases which are meant to illustrate how banks respond to institutional change and to better 

understand the company-level drivers. This approach is inspired by clinical research where results 

based on small-sample data sets are combined with a more analytical, qualitative, account, e.g. in the 

form of case studies. 

In summary, we want to examine whether new institutional theory in conjunction with agency and 

stakeholder theory provides a basis for explaining the developments we observe in banks governance. 

We assess the importance of contextual pressures exerted on banks in shaping the corporate 

governance systems in the aftermath of the financial crisis. Hence, our research question is: 

To what extent does an extended perspective on corporate governance, which includes new 

institutional theory alongside agency and stakeholder theory, provide explanatory power beyond 
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traditional research approaches for changes in corporate governance practices observed within 

banking sector following the financial crisis? 

Our study has several apparent limitations, however. First, our sample consists of 24 global 

systemically important banks incorporated in Europe and North America and which were present 

before the financial crisis. Also, we consider only three periods in time, 2003, 3007 and 2011. Besides 

apparent difficulties of ascertaining our findings with any statistical significance, the generalizability 

is restricted by the heterogeneity of institutional developments across geographies and by the unique 

role in society played by banks that are considered to carry systemic importance. Further significance 

of the findings could be attained by considering a larger sample with more frequent observations, and 

by considering other periods of distress within the banking sector. Moreover, we refrain from 

articulating any normative recommendations relating to relative merits of the corporate governance 

practices under consideration. Rather, this paper is descriptive and seeks to explain the relationship 

between economic behaviour and environmental change without taking a particular stance in the 

debate on appropriate governance. 

From our results, we note indications of a shift in corporate governance practices following the 

financial crisis. The changes span across several categories within banks’ governance system, and we 

argue that the coincidence of these developments and changes in the institutional environment support 

a perspective where agency theory is complemented with stakeholder theory and new institutional 

theory. We discuss how several facets of the institutional environment, spanning beyond the formal, 

have affected banks in a meaningful way and we argue that stakeholders have been successful in 

making their demands heard through institutional mechanisms. 

The paper is organized as follows. We end this introduction with a brief account of key events in the 

banking sector leading up to and during the financial crisis of 2008. Section two introduces our 

theoretical foundation consisting of agency theory, stakeholder theory and new institutional theory, 

and we conclude the section with our account of the interrelationships and potential conflicts between 

the three fields. We present our methodology in section three where we also discuss the benefits of our 

research design and motivate our variable selection. Sections four and five are concerned with our data 

and our results. In section six, we present our analytical framework and elaborate on the classification 

of institutional developments into an operational typology. In section seven, we relate our findings to 

developments in banks’ context and comment on possible drivers behind change in corporate 

governance from a stakeholder perspective and against the institutional backdrop. Section eight 

summarizes our findings and concludes the paper. 

1.1 Financial crisis – Chain of Events 

It is often argued that the first signs of the financial crisis date back to February 2007. A large increase 

in subprime mortgages defaults caused rating agencies to downgrade subprime mortgage-backed 
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securities in mid-2007 which finally led up to the credit crunch in August 2007 (Brunnheimer 2009). 

However, the causes of the increase in subprime mortgage defaults and the drivers behind the chain of 

events that followed are hotly debated topics. Several scholars emphasize the importance of lenient 

monetary policy and inflated property prices in the US while others highlight new business models in 

banks, increased risk pooling and complex securitization including the sharply increased popularity of 

mortgage backed securities (Blundell-Wignall, Atkinson & Hoon Lee 2008, Brunnheimer 2009, 

Taylor 2009).  

Although the crisis started in the US, it sent shock waves over the Atlantic already from its inception, 

which was reflected e.g. in the German bank IKB’s inability to provide promised credit lines in July 

2007 and in BNP Paribas’ freeze of three investment funds due to illiquidity in August 2007. These 

events were followed by a spike in the credit spread between the inter-bank borrowing rate – the 

LIBOR rate – and the benchmark risk-free rate – the FED Funds rate. The divergence subsequently 

induced the U.S. Federal Reserve to reduce interest rates, and other central banks worldwide soon 

followed suit. Soon after the rate-cuts, US mortgage-backed securities were subject to additional 

write-downs and credit rating downgrades as defaults and foreclosures increased rapidly (Brunnheimer 

2009). The period also brought increased involvement by governmental and supranational bodies as 

the ECB and the Federal Reserve injected €95 billion Euro and US$24 billion, respectively, into the 

interbank market (Brunnheimer 2009).  

One of the first major banks to fall into distress was Northern Rock which was nationalized in 

February 2008 by the Bank of England due to financing difficulties (BBC News 2008). Soon 

afterwards, pressure from increased credit spreads and a large exposure to mortgage backed securities 

lead the FED to orchestrate a deal in March where JP Morgan acquired the investment bank Bear 

Stearns at an attractive discount to rescue the bank from default and in order to ensure the stability of 

the broad financial system (Ross Sorkin 2008). The next two investment banks to tumble were 

Lehman Brothers, which declared bankruptcy in September 2008 following government intervention, 

and Merrill Lynch, which was acquired by Bank of America during the same month under oversight of 

the Federal Reserve (Brunnheimer 2009). The two American investment banks who remained, Morgan 

Stanley and Goldman Sachs, were later in 2008 forced to change their organizational form under the 

Troubled Asset Relief Program (TARP) from specialized investment banks to deposit holding bank, 

marking the end of investment bank as organizational form (Riaz 2009). The TARP programme also 

included direct government investments in 739 US banks to avoid additional failures and to stimulate 

lending in the stronger banks (Brecht, Bolton & Röell 2012).The crisis required further efforts from 

the US government to stabilize the financial system, including the bailouts of Fannie Mae, Freddie 

Mac and AIG, JP Morgan’s acquisition of Washington Mutual and Wells Fargo’s acquisition of 

Wachovia (Brunnermeier 2009).  
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In the aftermath of the crisis followed one of the deepest world-wide recessions ever experienced, 

where GDP growth based on PPP adjusted year-on-prices slowed down from 5,2% in 2007 to 3,0% in 

2008, followed by a 0,5% decline in 2009 before the recovery started in 2010 (IMF 2011). The US and 

Europe, primarily the Euro zone, were among worst hits regions, experiencing near zero growth rates 

in 2008. In the next two years, USA and the Euro Zone experienced a deeper recession than the rest of 

the world, seeing output recede by 3,4% and 4,0% respectively (IMF 2011). These regions also 

experienced a slower recovery following the recession in 2009, where especially Europe has been 

plagued by the sovereign debt crisis and the following inability of a number of governments to 

refinance their debt without assistance from the EU and the IMF (Lane 2012). The sovereign debt 

crisis and subsequent bank nationalization and bailouts have forced governments and 

intergovernmental organizations to intervene in the financial sector in order to stabilize the financial 

system. EU member states have participated in concerted efforts, including bank capital injections, 

impaired asset relief, funding support and guarantees on liabilities. The state in EU with the largest 

number of direct bank assistance cases is Germany, followed by the UK, Belgium, Ireland, and the 

Netherlands. Several high profile cases have received particular attention, including those of 

Commerzbank, Dexia, Llyods Banking Group, ING and Royal Bank of Scotland (Brecht, Bolton & 

Röell 2012). 

Governments have responded to the financial crisis by implementing a series of new regulations and 

policies aimed at stabilizing the financial system and at increasing its agility in order to better deal 

with crisis situations. These new regulations and policy changes have been carried out on regional, 

national and also international level and examples include the Dodd–Frank Wall Street Reform and the 

Consumer Protection Act 2010 which were enacted by the United States Congress, and the Basel III 

regulatory standard 2010 enacted by Basel Committee on Banking Supervision. Beside the 

implementation of the new regulations and policies, the efforts have also resulted in the setting up of 

various national and international institutions to survey the financial sector and, including the 

European Banking Authority set up in November 2010 through the Regulation (EC) No. 1093/2010 of 

the European Parliament and the Council of the European Union. 

Furthermore, the financial crisis has had profound influence on the public opinion towards the 

financial sector, where the Occupy Wall Street movement and the coining of the words such as 

“banker-bashing” exemplify a more negative public attitude towards banks in particular (Kuchler & 

Jones 2012, Goff & Boxell 2011). Additionally, the general culture and acceptance of aggressive high-

risk investments, high debt, low-margin mortgages and disregard for savings that lead up to the crisis 

has also been criticised and regulated against (Riaz 2009).  

  

http://en.wikipedia.org/wiki/111th_United_States_Congress
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2. Theory 

The subject of corporate governance has been an important topic within management and corporate 

finance ever since the use of the corporate form became widespread and potential conflict between 

investors, stakeholders and managers more prevalent (Wells 2010). Modern corporate governance 

research, however, has been concentrated around a few central theoretical frameworks including 

agency theory (Jensen & Meckling 1976), stakeholder theory (Freeman 1984), new institutional theory 

(Meyer & Rowan 1977, Zucker 1977, Meyer & Scott 1983), resource dependency theory (Pfeffer & 

Salancik 1978), transaction costs theory (Williamson 1981) and stewardship theory (Donaldson & 

Davis 1991). In order to understand how the financial crisis has changed corporate governance 

practices among banks, we are drawing upon the three theories we find most relevant in understanding 

and explaining the effects of the crisis. These three theories, agency theory, stakeholder theory and 

new institutional theory, will be presented individually in following sections 2.1, 2.2 and 2.3, followed 

by a final section outlining our understanding of how these three theories are connected. 

2.1 Agency Theory 

2.1.1 Origin, developments and fundamental principles 

As early as in 1776, Adam Smith noted in his seminal piece The Wealth of Nations that problems arise 

with separation of ownership and control. In particular, he argued that a manager with less than full 

ownership in the firm that he leads will face incentives not to act so as to maximize overall welfare. 

Rather, acting in his own interest, the manager may be negligent and wasteful in spending firm 

resources as long as this is to his own benefit (Smith, 1776). In a discussion centred on the role and 

development of property rights under the modern corporate form, the topic was popularised by Berle 

and Means in the early 20
th
 century. The authors argued that under dispersed shareholding structures, 

the property rights owners are rationally uninterested in the day-to-day operations of the firm. The lack 

of scrutiny leaves management with the ability to manage the firm resources to their own advantage, 

and the authors advocate uncompromised voting rights along with greater transparency and 

accountability as means to mitigate conflicts of interest (Berle & Means, 1932).  

The next wave of contributions within agency theory for corporate governance came in the 1970’s 

when Alchian and Demsetz (1972) laid the groundwork for a contractual view on the firm. In contrast 

to previous work, they object to the view that authority determines behaviour inside a firm and argue 

that contracts serve as a vehicle for voluntary exchange between atomistic agents. Thereby, they move 

away from the black box fallacy in which a firm is simply an optimization unit without much further 

elaboration. Ideally, contracts should be constructed to maximize the joint output where problems 

arise from the incentive that each agent has to free ride unless compensation is tied to individual input 

as opposed to team output. The modern firm solves this problem of collective action and moral hazard 
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through monitoring and metering where the ultimate intent is to mitigate intra-firm
1
 information 

asymmetries. It is logical, yet important, to note that the monitoring effort has to be carried out by the 

residual claimants, i.e. the owners (Alchian & Demsetz, 1972).  

Inspired by Alchian and Demsetz, Jensen and Meckling (1976) extended the view to reach beyond the 

boundaries of the firm and include other constituencies, most importantly creditors. At the intersection 

of firm theory, agency theory and finance, the authors formalise the conflicts of interests and present a 

framework for determining the optimal ownership structure given a set of objectives and constraints. 

From a stylised set of contractual claims (equity, debt, convertible securities), the authors define how 

costs and rewards will be allocated within an organisation and how each interest group will act to 

maximise its own utility. In addition to the choice of commitment and effort versus shirking, the set of 

actions also contains options that are directly aimed to minimize agency costs. For example, the owner 

will be interested in monitoring employees and to bond (liaise) with managers to reduce the likelihood 

that actions will be taken that expropriate equity holder wealth. However, given the intrinsically 

incomplete nature of any contractual bond, residual loss is unavoidable and different classes of claims 

on the company’s cash flows and assets are matched with residual control. In summary, aggregate 

agency costs amount to the sum of monitoring costs, bonding costs (i.e. contracting costs) and residual 

loss. Since these costs, but also the rewards, fall asymmetrically on different groups of claimants, the 

authors provides a detailed overview of these relationships and construct a model where the optimal 

behaviour of each economic agent is formalised (Jensen & Meckling, 1976).
2
  

The realism of the Jensen and Meckling perspective on the modern corporation was contested by 

Fama (1980) and Fama and Jensen (1983). First and foremost, while the authors concur with the 

contractual view on the firm, they distance themselves from the notion of a central manager and 

residual risk bearer
3
. Rather, they propose a set-up which more closely resembles the modern 

corporation and where the equity participation of the manager is of minor importance. By 

disaggregating the functions of the entrepreneur into management and risk bearing, Fama (1980) 

shows how this adjustment can be integrated into a contractual perspective as an efficient form of 

economic organisation where incentives problems are successfully resolved. In addition, competition 

from other firms and capital markets reactions are introduced as monitoring and disciplining devices 

for the firm, and both labour and capital are regarded as highly mobile. Thereby, the traditional view 

in which abundances are largely fixed and security holders alone exercise control is contested and 

complemented with additional context. Indeed, the labour market was discussed by Alchian and 

                                                           
1  In the Alchian and Demsetz framework, firm is to be understood as an all-encompassing term covering employees, 

managers and owners. 

2 We use this framework as a starting point in our analysis. Please see section 3 Methodology for further elaboration. 

3 In the property rights literature, this character is referred to primarily as the entrepreneur (Jensen & Meckling, 1976) or the 

employer (Alchian & Demsetz, 1972) 
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Demsetz (1972), and Jensen and Meckling (1976) also introduce the external takeover mechanism as a 

capital market control device. The novelty of Fama (1980) is the characterisation of the large 

corporation with close to complete separation of ownership and control as a viable solution to 

incentive problems in an environment characterised by on-going monitoring via a broad set of internal 

and external devices (Fama, 1980).  

At the core of the agency problem in a corporate setting lays the question of how firms can raise 

money without giving suppliers of capital any real power. The issue can be broken down into two 

components: (1) how managers are induced to return capital to investors, and (2) by what means 

investors can exercise control. In a survey of corporate governance systems across economic systems, 

Schleifer and Vishny (1997) argue that the central components in any effective governance structure 

are legal protection from expropriation and concentration of ownership. This second component is of 

particular interest when considering different types of claims. The voting rights that are typically tied 

to common stock require concerted action to be of any value. Debt holders, on the other hand, do not 

have voting rights under normal business conditions, but the covenant structure dictates the rights that 

investors have in the event of a breach. Thereby, covenants constitute an event-specific transfer of 

control rights, whereas equity control is permanent. Nonetheless, concentrated ownership is necessary 

to induce action on behalf of the creditors since enforcement of rights and exercise of control is costly 

for the individual investor. 

For illustrative purposes and to operationalize agency analysis, Tirole (2001) presents a sequential 

model of the agency relationship where the conflict between managers and owners is illustrated from 

the initial investment stage until the final outcome stage where capital is returned to the investor. 

Essentially, the model depicts the same problem that previous scholars have presented but it 

formalises the game. Since a manager may face different incentives than the owner, Tirole shows that 

managers are likely to shirk unless they are given enough compensation alignment with the owner, i.e. 

that managers participate in profits and stock price appreciation. Efficient contract design will solve 

the incentive compatibility constraints that underlie the agency problem, and the central result from the 

Tirole thesis is that no venture will be funded unless it is Pareto optimal for all agents to engage in the 

most valuable project. A further necessary and sufficient condition for financing is that the pledgeable 

income of the venture exceeds investors’ initial outlay. Besides an illustrative account and 

categorisation of governance mechanisms, Tirole adds to the discussion of which interest groups are 

affected by the firm actions. Starting with the structure developed by Jensen and Meckling, he shows 

that the framework can be modified to promote stakeholder-, rather than shareholder, value. In 

particular, incentive mechanisms should be designed to account for the impact that managerial action 

has on external stakeholders. In essence, the stakeholder society view says that the firm should 
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internalize any costs that the firm imposes on its various stakeholders
4
. An important mechanism for 

achieving proper internalization of costs is security design which can be used to guide behaviour 

through payoffs, monitoring and control, taking into account demand effects and liquidity concerns 

among investors (Tirole 2001).  

2.1.2 Structure – the categories and mechanisms 

To render any study of corporate governance operational, it is helpful to categorise the various means 

of interest alignment and conflict mitigation. It is common among academics and practitioners to 

consider agency problems in a business setting from a three-pronged perspective. Each of the facets is 

concerned with a particular stylised conflict of interest, and the divide is thought to be all-

encompassing. Although Jensen and Meckling did not make the divide explicit, it is methodologically 

compatible with their analytical perspective. Below, we present key corporate governance mechanisms 

by conflict. 

2.1.2.1 Owners versus managers 

Given the multitude of methods aimed at aligning managerial interests with those of owners, a further 

divide facilitates the analysis. First, we note that owners are not limited to the shareholders. From a 

contractual view on the firm, it is important to consider contingencies, and since creditors become 

effective owners of the firm in the event of covenant breach, we regard both debt- and equity holders 

as firm owners given certain conditions. As suggested by Jensen and Meckling (1976), monitoring and 

bonding solutions are distinctly separate, yet targeted towards the same ends, i.e. to mitigate interest 

incompatibilities. Further to the contractual view, we also suggest distinguishing incentive alignment 

solution as a third category within the first agency conflict.  

Monitoring encompasses active disciplining mechanisms for owners. The most apparent example of a 

monitor is the board of directors which represents shareholders in appointing and overseeing the firm’s 

management team. A well-functioning board mitigates the first agency problem by interfering in 

management activities whenever a violation of the fiduciary duty is observed. Further, the board is 

responsible for approving major business decisions. In representing the shareholder constituency, the 

composition and agenda of the board are important determinants of its effectiveness.  

A concentrated ownership structure is a second, complementary, monitoring mechanism in the modern 

corporation. Given the costs necessary to carry out monitoring, dispersed shareholders will not find it 

worth the while to keep track of managerial decisions since the resulting benefits accrue evenly across 

the full shareholder base. As noted above, the importance of ownership concentration is not limited to 

equity, but encompasses debt as well since acting on covenant rights may be costly.  

                                                           
4 See a more detailed presentation of the stakeholder theory in section 2.2 Stakeholder Theory 
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Finally, debt per se serves two additional monitoring purposes. First, covenants are an effective and 

flexible way of monitoring manager performance and allow creditors to take control when the dormant 

control rights are activated. Further, fixed interest payments discipline management by limiting the 

free cash flow and thereby reducing the risk of shirking.  

Bonding activities are actions taken by owners to induce managers to act in their interest. From a 

contractual view of the firm, an effective mechanism for mitigating issues that arise from 

heterogeneous preferences is to construct contracts that foster voluntary action which benefits all 

constituencies. In terms of compensation, a common mechanism for aligning owner- and management 

interests it through performance-linked compensation structures. Such schemes are often short term 

(up to 5 years) and concerned with operating metrics like growth and profitability, and the outcome is 

commonly assessed in relation to peer firm metrics. Also, managers may agree to disclose detailed 

information about the operating and financial health of the company to grant the owners better insight 

into the value and performance of the firm. Such an arrangement is mutually beneficial when it 

improves the firm’s access to capital markets or lowers the cost of capital, while owners benefit 

through the lowered risk of expropriation.  

Much of the explicit incentivising is connected with compensation schemes employed by the firm. The 

range of equity-linked compensation designs is broad, but the shared characteristic is a replication of 

shareholder payoffs in managerial compensation. By tying executive pay to equity market 

performance, managers are subject to external capital markets monitoring and their wealth will 

increase and decrease in line with owners’ wealth. Much experimentation has taken place both in 

theory and practice, where security design is calibrated in detail to mitigate certain types of moral 

hazard. For instance, a non-linear relationship between management compensation and share price 

development may (dis)incentivise managerial risk-taking and moderate the pursuit of rapid share price 

appreciation. It should also be noted that this aspect is not only instantaneous: over time, management 

equity participation in the firm will accumulate, and a manager with long tenure will be incentivised 

both via future income and past equity rewards. Thereby, aggregate inside holdings are important 

when considering how to align manager interests with those of managers.  

2.1.2.2 Majority versus minority owners 

The second group of agency conflicts deals with interest incompatibility between ownership 

constituencies. Here, the controlling owner acts as the agent whereas non-controlling owners play the 

principal part. It should be noted that the terms majority and minority owners serve only an illustrative 

purpose. The critical aspect is the degree of influence that the owner can exercise, depending on the 

access to information and the statutory rights. Fundamentally, the conflict arises when the controlling 

owner can appropriate a disproportional share of the firm wealth without allowing minority owners to 
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have a say or to intervene in the decision, and it should be noted that creditors may take either side 

whenever their credit claim is converted into equity.  

It is evident from the preceding account that ownership concentration can both mitigate agency 

conflicts through concerted action and aggravate the problems through expropriation of minority 

owners. Its net effect on governance is therefore difficult to assess. Scholars seem to highlight the 

ability of owners to amass critical stakes in order to impose market discipline on managers. On the 

other hand, corporations successfully establish mechanisms that foster entrenched ownership 

structures and limit the acquisition of control rights. For example, dual share classes guarantee that the 

control remains with holders of the stronger share class even after seasoned equity offerings, and 

disclosure thresholds and poison pills constitute a barrier to accumulation of control through open 

market purchases.  

2.1.2.3 Owners versus other principals 

Whereas the first two agency conflicts refer to relationship between the immediate ownership and 

management constituencies of the firm, the third problem concerns groupings in society which 

traditionally do not hold any control rights in the firm. Nonetheless, they are subject to externalities 

created by the firm. 

When discussing a company’s ownership structure, Jensen and Meckling (1976) distinguish between 

inside equity, outside equity and debt. Relations between the first two groups are covered by the 

second agency conflict, and debt holders represent other principals in the firm. Although creditors do 

not have any influence over business decisions under normal operations, they bear the costs of 

wasteful spending or suboptimal decision-making. Further, Jensen and Meckling (1976) also show that 

shareholders face incentives to shift risk over to the debt holders, and to undertake suboptimal 

investments. Both actions result in a shift of wealth from debt- to equity holders. Absent control rights, 

creditors demand covenants that reduce the agency’s third problem, for example by making the debt 

convertible into equity under certain conditions or by forcing a step-up in interest payments when the 

riskiness of the business increases beyond certain thresholds. 

Issues of opportunism are not limited to direct claimants in the residual profits, though. Firms impose 

externalities on surrounding constituencies and expropriate indirect principals, such as the taxpayer 

and the general public. A central issue is whether, and if so how, costs shifted to the public can be 

internalized through drafting of mutually beneficial contracts (Tirole 2001), and how information 

asymmetries can be bridged without violating the integrity of the corporation. While worth mentioning 

in the context of agency theory, this will be further elaborated on in 2.2 Stakeholder theory where we 

discuss the relationship between the firm and its surrounding stakeholders.  
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2.2 Stakeholder Theory 

2.2.1 Origin, developments and fundamental principles 

Stakeholder theory has its origins in R. Edward Freeman’s (1984) seminal book Strategic 

Management: A stakeholder approach, published in 1984. In this book, Freeman (1984) emphasizes 

the importance of fully comprehending the dynamics of a business, and argues that a successful firm 

necessarily has to create value for its stakeholders i.e. for customers, suppliers, employees, 

communities and financiers (shareholders, banks etc.). The success of a firm cannot be measured by 

studying one stakeholder in isolation, but a wider approach including the full range of stakeholders is 

necessary to fully evaluate the performance of firm. Subsequently, the purpose of the firm is defined 

by the overall value creation for stakeholders (Freeman 1994). This view further places a 

responsibility to articulate business processes and to define and explain the relationship with 

stakeholders and how value will be created with a firm’s management
5
. Accordingly, the role of the 

manager is not merely the role of an employee, but he is also responsible for safeguarding the welfare 

of the firm through an understanding and balancing of numerous stakeholder interests (Freeman 1984). 

Freeman (1984) further raises two important challenges to managerial capitalism: the economic and 

the legal arguments. The first argument is founded on the concept of externalizing costs and 

internalizing profits, subsequently redistributing wealth from the society to the firm. The concept is 

also represented within the tragedy of the commons where individuals exhaust shared resources by 

over-usage, to the detriment of long term societal interest. Stakeholder theory addresses the problem 

and argues that both cost and profits should be internalized by the firm, thereby aligning its interest 

with those of the stakeholder society. The same principle applies to the problem of moral hazard when 

a purchaser of a good can pass the cost of the good over to a third party which results in excessive use 

of resources. The second argument, on the other hand, highlights the importance of laws as a means to 

align stakeholder and firm interests, e.g. through labour laws and pollution restrictions.  

More recently, several scholars have extended the Freeman (1984) framework to incorporate new 

areas (Hill & Jones 1992, Donaldson & Preston 1995, Mitchell & Agle & Wood 1997, Frooman 1999, 

Jawahar & McLaughlin 2001). Donaldson & Preston (1995) present a framework based on three 

pillars, the normative, the instrumental and the descriptive, to categorise recent developments in 

stakeholder theory. The normative branch revolves around the optimal guidelines for a firm to manage 

its stakeholders while the second branch, instrumental, focuses on the results of management 

considering the interests of various stakeholders in governing the firm. The descriptive branch aims to 

observe and understand the interaction between managers and the firm’s stakeholders. The distinction 

between the mutually supportive branches facilitates using the Freeman (1984) framework and has 

                                                           
5 We maintain our view of managers as atomistic and self-interested agents. For the firm as an aggregate to operate in the 

public interest, managerial incentives need to be aligned with those of the wider stakeholder group. 
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been broadly used within stakeholder literature and research (Donaldson & Preston 1995). However, 

in this thesis, catering to our overall research question, we develop primarily on the descriptive and 

instrumental aspects of stakeholder theory, while the normative branch is outside of our scope.  

2.2.2 Stakeholders 

Freeman and Reed (1983) group stakeholders into two separate categories. The first stakeholder 

group, called the narrow group, is defined as: 

“… any identifiable group or individual on whom the organization is dependent for its 

continued survival” (Freeman & Reed, 1983: p. 91) 

The second group, the wider stakeholder group is defined as:  

“… any identifiable group or individual who can affect the achievement of an 

organization’s objectives or who is affected by the achievement of an organization’s 

objectives” (Freeman & Reed, 1983: p. 91) 

The definitions proposed by Freeman (1984) are similar to those previously suggested in that they 

emphasize the importance of any group, individual or organization with legitimate claims on the firm. 

However, Freeman further developed the distinction between narrow and wide, thereby adding 

structure to the framework. Following the definitions proposed by Freeman & Reed (1983) and 

Freeman (1984), more recent research has put forward numerous alternative definitions (Carroll 1989, 

Hill & Jones 1992, Clarkson 1994, Donaldson & Preston 1995) which highlight financiers, employees, 

suppliers, community members and customers as key stakeholders.  

A more recent identification typology introduced by Mitchell, Agle & Wood (1997) builds on a 

dynamic model where the managerial 

perception and situational uniqueness is 

recognized in order to guide managers on 

prioritizing stakeholders. The typology is 

based on three defining stakeholder 

attributes; power, legitimacy and urgency. 

Power is defined as the ability to impose 

will in a relationship through coercive, 

utilitarian, or normative means. Further, the 

authors emphasize the dynamic state of 

power and argue that the attributes are 

transitory. In defining the second attribute, 

legitimacy, Mitchell, Agle & Wood (1997) 

Figure 1 

 



17 

 

draw on a definition proposed by Suchman (1995: p. 573) stating that legitimacy is “a generalized 

perception or assumption that the actions of an entity are desirable, proper, or appropriate within 

some socially constructed system of norms, values, beliefs, and definitions". As such, legitimacy is 

strictly defined by the environment, and it is relative as opposed to power which is more absolute by 

nature. Finally, urgency is based on the attributes of time sensitivity and critical importance of the 

claim for the stakeholder relationship and defined as the degree to which stakeholder claims call for 

immediate attention. Based on the framework, eight stakeholder (seven excluding non-stakeholders) 

classes are identified, illustrated in Figure 1 (Mitchell, Agle & Wood 1997). 

The stakeholder classes can be ranked according to their salience for the focal firm, presented in 

descending order in Table 1 below (Mitchell, Agle & Wood 1997). The first three groups are 

identified as less salient to the firm, possessing one attribute only. These are latent stakeholders. 

Groups 4-6 possess intermediate salience through its two attributes, and group 7 which possessing all 

attributes is identified as highly salient.  
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The typology proposed above stresses that stakeholder attributes are variable and socially constructed. 

By defining the seven stakeholder groups, the framework facilitates any analysis which deals with the 

perception of different stakeholder groups. Further, it originates from a firm’s point of view and adds 

structure to stakeholders’ motivation and ability to exercise power through its respective attributes 

(Mitchell, Agle & Wood 1997).  

 

 

Table 1   

Stakeholder 

class 

Description Examples 

1. Dormant Possesses power while having little or no 

interaction with the firm 

Former employees 

2. Discretionary Stakeholders possessing only the legitimacy 

attribute often manage to affect the firm for 

they discretionary corporate social 

responsibility 

Branch organizations, research 

institutes 

3. Demanding Without power or legitimacy these 

stakeholders described as irritating but not 

dangerous, inconvenient but merely 

warranting transitory attention from 

management 

First individuals in a protest or 

uprising 

4. Dominant Through power and legitimacy these 

stakeholder often form the dominant 

coalition the firm. Possesses access to some 

formal mechanism recognising their power, 

e.g. board of directors, public affairs office 

and human resources department 

Shareholders, creditors, 

government, employees 

5. Dangerous Stakeholders possessing power and urgency 

but lacking legitimacy often appear violent 

and coercive.  

Strikes, employees sabotage, 

terrorism 

6. Dependent Lacking power, these stakeholders 

possessing legitimacy and urgency depend 

on other stakeholders of the firm to carry out 

their will 

Local residents and community 

7. Definitive Stakeholders possessing all the three 

attributes entitling immediate attention from 

management of the firm to their claims 

Most common that an urgent claim 

arise from a dominate shareholder 

e.g. shareholder acting to change 

management, government imposing 

restrictions on the firm 
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2.3 New Institutional Theory  

2.3.1 Origin, developments and fundamental principles 

New institutional theory emphasizes the structure and composition of an organization’s environment, 

suggesting that the organization’s formal structure is not only a product of resource dependencies and 

technical demands, but that it is also influenced by institutional forces, including rational myths, 

knowledge legitimized through the educational system and by the professions, public opinion, and the 

law. Organizational practices and structures are considered as either reflections of, or responses to, 

rules, beliefs and conventions built into the wider environment. In aggregate, these form an enduring 

system of social beliefs and organized practices referred to as institutions (Powell 2007). The 

institutional setting is manifested throughout society via religion, politics, regulation, law and work, 

and it influences all of these 

areas through a continuous 

loop, illustrated in Figure 2 

(Scott 1987).  

The basis of the new 

institutional theory is founded 

on research done in the 1970s 

and early 1980s, most notably 

John Meyer and Brian Rowan’s 

research on the effects of 

education as an institution 

(Meyer 1977, Meyer & Rowan 

1977), Richard Scott and 

Mayer’s research on the 

importance of educational 

organizations for cultural and symbolic understandings about the nature of education (Meyer & Scott 

1983), Lynne Zucker’s work on aspects that are taken for granted of organizational life (Zucker 1977, 

1983), and Paul J. DiMaggio’s and Walter W. Powell’s research on the formation of organizational 

fields (DiMaggio & Powell 1983). The theory and research has grown considerably during the last 

decades to cover topics such as corporate governance policies, accounting rules, diversification 

strategies in large corporations, the expansion of the European Union, public transaction policies in 

US companies, and the global spread of human rights legislation (Powell 2005).  

For corporate governance, this has resulted in a shift from focusing exclusively on the rational 

individual in isolation to a more holistic view where the corporate governance system is heavily 

influenced by a range of independent forces. The new institutional view on corporate governance 

Figure 2 
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highlights a dependence on legal and institutional frameworks, and successful corporate governance 

practices are thereby highly dependent on the institutional environment which the organizations and 

respective stakeholder are embedded in. Contrasting the new institutional theory approach to corporate 

governance with earlier agency theory and research, the former deemphasizes the individual and its 

self-interested motives, highlighting instead the importance of outside factors, institutions, in shaping 

the organizational structure.   

2.3.2 Isomorphism 

Contrary to Max Weber’s (1968) vision of the iron cage of bureaucratization as a way of controlling 

individuals, where competition among firms for efficiency, competition between states, a need among 

governments to control employers, and demands from the upper middle class for equal protection 

under the law are central components, DiMaggio & Powell (1983) argue that the causes of 

bureaucratization have changed. Organizations are no longer driven primarily by a motivation to 

improve efficiency, but organizational change stems from an ambition to make organizations more 

similar. The hypothesis is based on observations of increased homogeneity among firms within the 

same organizational field
6
. An early-state organizational field often holds a diversity of organizational 

forms. However, as the field evolves and becomes more established, it develops towards increased 

homogeneity among firms (DiMaggio & Powell 1983).  

The theory revolves around structuration: a term used to describe the creation of organization and the 

reproduction of social systems within a field. Briefly, it states that interaction and interdependency 

between firms (competitive or collaborative), along with well-developed information exchanges, are 

fundamental parts of a dynamic system (DiMaggio & Powell 1983). Structuration and pressure from 

competition, state and professions push organizations towards more homogenous management 

regimes, and initial organizational innovation and adaptation is driven by improved efficiency. 

However, as common practices spread, a point is reached where organizations are no longer in pursuit 

of improving performance but rather seek legitimacy from other organizations and from society 

(DiMaggio & Powell 1983). This process of homogenization can be explained by the concept of 

isomorphism, a process in which one unit of a population is forced to mimic other units in the same 

populations facing a similar environment (Hawley 1968). Isomorphism thereby originates from 

competition among firms for resources and customers, but it can also be motivated from an 

institutional view where firms compete for political power and institutional legitimacy (DiMaggio & 

Powell 1983).  

DiMaggio & Powell (1983) have identified three mechanisms through which isomorphism occur: 

                                                           
6 The organizational field is defined as the institutions that collectively create a recognized area of institutional life, including 

regulatory agencies, key suppliers, organizations that produce similar products or services, and resource and product 

consumers. 
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- Coercive: Response to adapt to both formal and informal pressures from other organizations 

which they are dependent upon, such as legislators, suppliers, customers and public 

authorities, but also from society in the form of socially and culturally embedded norms, to 

gain legitimacy.  

- Mimetic: Response to an environment where organizational methods are poorly understood, 

where goals are ambiguous, or in an unstable and uncertain environment through mimicking 

related organizations which are perceived to be successful. 

- Normative: Organizations are subject to normative pressure through the professionalization of 

a field
7
. Such professionalization typically originates from two sources: (1) formal education 

and (2) professional networks. Formal education refers to the importance of university and 

professional training for the development of new organizational forms norms among members 

of an organization. The second source is driven by professional networks that work across 

organizations and even industry through which new organizational models diffuse. 

The three sources of institutional isomorphism are analytically separate within the framework 

presented above. However, in an empirical setting, they tend to intermingle even though they derive 

from different conditions and may lead to different scenarios. In an attempt to operationalize the 

framework, DiMaggio & Powell (1983) have formulated ten hypotheses regarding predictors of 

isomorphic change displayed in Table 2 below: 

  

                                                           
7 DiMaggio & Powell (1983) describe the professionalization as a struggle among member of a profession to define the 

methods and conditions of their work. 
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Table 2 

 Predictor Level 

1 Increased dependence of an organization on another organization, the more similar it 

will become to that organization in structure, climate and behavioural focus O
rg

a
n

iza
tio

n
a

l 

2 Increased centralization of organization A's resource supply, the greater the will to 

resemble the organizations on which it depends for resources 

3 Greater uncertainty between means and ends for an organization increases the extent to 

which it will model itself after organizations perceived as successful 

4 The more ambiguous the goals, the greater the extent to which the organization will 

model itself after organizations perceived as successful 

5 Greater dependency within an organizational filed upon a single (or several similar) 

source of support for vital resources increases the level of isomorphism 

F
ie

ld
 

6 Greater interaction with the state within and organizational field increases the extent of 

isomorphism in the field as a whole  

7 Reduced number of visible alternative organizational models in a field increases the rate 

of isomorphism 

8 Greater uncertainty with regards to technologies or goals within afield increases rate of 

isomorphic change 

9 Greater professionalization in a field increases institutional isomorphic change 

10 Greater structuration of a field increases degree of isomorphic change 

Adapted from: DiMaggio & Powell 1987 

  

The ten hypotheses in Table 2 constitute a fundament in analysing drivers of change by identifying 

isomorphic change among other influences.  

2.3.3 Three pillars of institutions 

Scott (2001) has developed a framework based on three pillars upon which institutions are supported; 

the regulative, the normative and the cultural-cognitive. These pillars are described as central building 

blocks of an organization’s institutional structure, working as elastic fibres that guide organizational 

behaviour and resist change (Scott 2001 p. 49). The interaction between the pillars is described as a 

continuum moving “from the conscious to the unconscious, from the legally enforced to the taken for 

granted” (Hoffman 1997 p. 36).  

Processes within the regulative pillar involve the capacity to establish rules, inspection of adherence to 

these rules and, if necessary, threat and execution of sanctions such as rewards or punishment in an 

attempt to influence organizational behaviour (Scott 2001 p.52). Through these pressures, the explicit 

regulative effect of institutions constrains and regulates, and to some extent also empowers, 

organizational behaviour. When compared to the typology developed by DiMaggio and Powell (1983) 

and outlined in section 2.3.2 Isomorphism, the corresponding mechanism for control is defined as 

coercion. Similarly, central methods for enforcing the regulative pillar are force, sanctions and 
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expedience responses. The regulative aspect of institutions and its coercive power is most commonly 

also legitimised by a related normative framework, adding constraints to the ability to exercise 

regulative pressure. This underscores how the regulative and normative pillar can be mutually 

supportive (Scott 2001 p.53). Further, the coercive functions of rule setting should not be separated 

from the normative and cognitive pillars. As the effect of certain laws can be ambiguous, regulative 

pressure can be considered as an instance of collective interpretation and sense-making, relying on 

support and constraints from normative and cultural-cognitive institutions. Accordingly, one pillar 

may be sustained by different pillars over time (Scott 2001 p.54)  

In contrast to the regulative pillar, under the normative pillar, norms and values form a prescriptive 

and an evaluative and obligatory dimension in to social life and for the organization. Norms guide 

organizations on how to conduct operations and define legitimate resources to pursue what is 

conceived as the desirable end. On the other hand, values create the conception of order and what is 

desirable or preferred within society. This guidance subsequently forms standards which existing 

structures and actions may be contrasted and evaluated against. Accordingly, the normative pillar 

defines goals or objectives of the organization (e.g. profits, social responsibility etc.) while also 

outlining appropriate codes of conduct to achieve these goals or objectives (i.e. defining the rules of 

the game) (Scott 2011 p.55). As for regulative systems, normative systems constrain while at the same 

time also empowering and enabling social actions by designating rights and responsibilities, privileges 

and duties, and licenses and mandates for the organization. Compliance with normative institutions 

and pressures is enforced through strong feelings of conformity or by violation of norms. Importantly, 

social obligation plays a central role in the framework, presented as a sense of shame or disgrace in 

instances where norms are violated, and pride and honour felt by those who conform to the norms 

(Scott 2001 p.56). 

Finally, the cultural-cognitive pillar stands for a formation of shared conceptions in society which 

jointly create the nature of social reality and the framework through which meaning is created and 

organizations are understood. The cognitive dimension of the pillar considers human existence as 

“mediating between the external world of stimuli and the response of the individual organism is a 

collection of internalized symbolic representations of the world” (Scott 2001 p.57). Meanings are 

created, maintained and transformed in the on-going stream of happenings in human life through 

interaction. Further, cognitive frames, i.e. the perceptual screens that remain largely unconscious and 

determine how individuals view and understand a situation, are found to shape evaluations, judgments, 

predictions, and inferences. This is supported by extensive psychological research which advocates 

this inclusion of a full range of information-processing activities, from defining what information will 

receive attention, how it will be in encoded, retained, retrieved, and organized into memory, to how it 

will be interpreted (Scott 2001 p.57). The cultural dimension of the cultural-cognitive pillar recognizes 

that the internal interpretative process is also shaped by external cultural frameworks. These cultural 
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frameworks provide individuals with structures of thinking, feeling and acting which are exhibited in 

the understanding of situations shared by groups of individuals. Furthermore, culture is also exhibited 

on a larger scale through collective symbols such as flags, national anthems and ideologies of political 

and economic systems (Scott 2001 p.58). These cultural conceptions and expressions vary over several 

dimensions, including countries, regions and social classes, and are frequently contested, especially in 

the event of social change or disorganization driven by various shocks.  

Compliance with the cultural-cognitive pillar occurs as embedded routines become taken for granted, 

referred to as the way things are done without further questioning. Accordingly, individuals or 

organizations who align themselves with prevailing cultural-cognitive institutions feel competent and 

connected, while those who challenge these institutions are regarded as “clueless” or “crazy” (Scott 

2001 p.59).  

Table 3 below, gives an overview the framework outlined in previous sections: 

Table 3   

 

Pillar 

 

Regulative Normative Cultural-Cognitive 

Compliance Expedience Social obligation Taken-for-grantedness, 

shared views 

Order Rules Binding expectations Constructive schema 

Mechanism Coercive Normative Mimetic 

Logic Instrumentality Appropriateness Convention 

Indicator Rules, laws, sanctions Certifications, 

accreditations 

Shared beliefs, common 

logic of action 

Affect Fear, guilt/innocence Shame/Honour Certainty/Confusion 

Legitimacy Legally Moral Comprehensible, 

recognizable, culturally 

embedded 

Adapted from: Scott 2001 p.51   

 

As presented in Table 3 above, the framework sets out an analytical distinction. However, when 

applied on real phenomena, the pillars should be considered as overlapping, interdependent and 

mutually reinforcing institutions which together affect the organization through complex combinations 

(Javernick-Will & Scott 2010 p.552). As an example of this complexity, the cultural-cognitive pillar, 

considered the most basic of the three, can operate alone or it can also influence both the regulative 

and normative pillar: The embedded shared beliefs of cultural-cognitive institutions or pressures lie 

behind normative features of how things should work and they consequently induce obligations for 

social life. These beliefs may further induce establishment of regulation to enforce this compliance 

(Javernick-Will & Scott 2010 p.553).  
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2.3.4 Reverse legitimacy  

According to the “iron cage” concept presented by DiMaggio & Powell (1983) and referred to above, 

several institutions have the ability to grant organizations legitimacy. Such institutions exercise power 

in the society and put organizations below institution in terms of influence. However, this view is 

contended by Riaz (2009) who argues for an inside-out view of the iron cage. This alternative 

perspective states that organizations which reach a certain point of establishment or size can also exert 

pressure on its institutional environment, enabling the legitimacy to flow both ways, illustrated in 

Figure 3 to the right. Subsequently, conforming to institutional pressure plays a vital role in 

organizational success; however organizational success also gives cause for reverse legitimacy where 

certain processes, procedures and even organizations become legitimate due to their affiliation with an 

organization perceived as successful. This view is further supported by Freeman (1982), who suggests 

that older, larger organizations reach a point where they can dominate their environments rather than 

adjust to them.  

2.4 Bridging Agency Theory, Institutional 

Theory and Stakeholder Theory 

Before moving on to the analysis and presentation 

of our data, we present a summary of the 

preceding theory section and comment on the 

compatibility of, and linkages between, the three 

main theories: agency theory, stakeholder theory 

and new institutional theory. 

Fundamentally, we agree with the agency 

perspective’s view on humans as rational and 

self-interested atomistic agents. Their aggregate 

behaviour lies at the foundation of all economic activity, and firm action is simply a product of what 

its members do. Further, individuals face pressures and incentives from owners to act in a particular 

way, and while managers are utility maximizers, shareholders maximize wealth. 

We further agree with the view of new institutional theory that external institutions impose restrictions 

on individual actors (e.g. Meyer 1977, Meyer & Rowan 1977) and that agency theory fails to 

acknowledge the full range of institutional influences relevant to the topic of corporate governance 

(Lubatkin, Lane, CoUin, & Very 2001). By redefining the payoffs that managers expect from pursuing 

a particular act, institutions successfully influence economic action without constraining the 

opportunity set available to economic agents. In altering the payoffs, institutions in society determine 

what is rational for the economic agent, and if successful, the institutional pressures will be such that 

economic interests are more closely aligned with those of the principals behind the institution. 

Figure 3 
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Similar to agency theory, stakeholder theory considers the firm from the contractual view. However, 

in arguing that traditional agency theory overlooks important relationships between firms and its 

contracting parties (Freeman 1984), stakeholder theory sets out to overcome the ‘dyadic reductionism’ 

that results from an exclusive focus on the bilateral contracts between principals and agents 

(Emirbayer & Goodwin 1994). Thereby, it is centred on divergent interests, albeit with different 

principals. Tirole (2001) brought the two together in what he referred to as the stakeholder society. 

Rather than proposing a contrasting perspective, Tirole (2001) augments the agency perspective to 

encompass additional interest groups and he argues that the same stylised conflicts apply. Thereby, the 

firm needs to reconcile a broader range of interests through a more complex set of contracts, and 

generic behavioural predictions may differ when managerial action has to be decided upon in the light 

of a broader set of interests (Hill & Jones 1992). 

Stakeholders are often seen as suppliers of critical resources and thereby principals in the firm (March 

& Simon 1958, Hill & Jones 1992), but their contributions tend to be of low asset specificity 

(Williamson 1984). Their contributions are therefore easily substituted for by the firm, and principals 

can easily redeploy its resources. However, to pursue its economic interests, firms are dependent upon 

the resources controlled by stakeholders. This highlights the similarity between owners and general 

stakeholders, and implies that managers should be interested in accommodating the full range of 

stakeholder interests to minimize agency costs (Hill & Jones 1992).  

To overcome the problem of principal dispersion, non-ownership stakeholders may be represented on 

boards of directors. However, a more common way of representing the indirect stakeholders is to pool 

the action through institutions or agencies. It is evident how legislators can align interests of different 

groups in society by granting tax breaks or requiring a certain degree of prudence (e.g. core capital 

requirements for banks) in order to provide legitimacy to an organization (Hill & Jones 1992). 

However, non-governmental bodies such as labour- and consumer unions also play an important role 

in representing different stakeholder constituencies to the firm. The cost of monitoring firms is shared 

by members of organisations or by taxpayers who in return enjoy the benefits of common action, and 

an important difference compared to traditional board monitoring is that actions are typically not 

directed towards a particular organization in isolation. In terms of bonding with the broader 

stakeholder group, firms can offer warranties to overcome moral hazard issues, and law is further a 

credible deterrent to wrongdoing. It is important to note that enforcement of bonding schemes do not 

need to be monetary punishments (such as legal penalties); such action can also take the form of 

withdrawal of critical resources (Hill & Jones 1992).  

Since contracting works best in cases of mutual dependency and since the terms tend to be dictated by 

the stronger contracting party (Jensen & Meckling 1976), banks need mechanisms to establish and 

maintain beneficial power balances with all its stakeholder groups. As outlined above, these 
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contractual bonds have loss-reducing properties through monitoring and bonding mechanisms and 

therefore closely resemble relationships that are presented in stylised agency setting (e.g. Jensen and 

Meckling 1976). Ultimately, in encompassing the beliefs and characteristics of key stakeholders, 

institutions are pivotal to understand when analysing how firms change their governance systems to 

accommodate stakeholder interests. 

We consider the firm’s top management to be at the centre of the corporate governance framework. Its 

main task is to contract with external business constituencies (Jones 1995), while it is also influenced 

by the surrounding institutions. The tensions and conflicts of interest remain because of the dynamic 

nature of institutional change. Although markets tend towards an equilibrium state, we reject the 

neoclassical notion of instantaneous adjustment (Jacobsen 1992, Kirzner 1979). This is fundamental 

for any branch of agency theory since no conflicts or power differentials could ever exist if markets 

immediately shifted to their new equilibrium state in the wake of institutional change (Jones 1995). 
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3. Methodology  

In our view, the discipline of corporate governance deals with the relationships between various 

economic actors and the conflicts that arise when ownership is separated from control. It is influenced 

by the surrounding of institutional arrangements, and is fundamentally driven by the desire of rational 

agents to pursue their respective interests in disregard of the externalities that they impose on others. 

The set of agents is not limited to the immediate participants in a firms operations and profits, such as 

directors, managers, shareholders, creditors and employees, but also includes indirect stakeholders 

such as societal interest groups, local communities, governmental bodies and the general public 

(Ardalan 2007, p.511, Aguilera & Jackson 2003).  

We adhere to the commonly prevailing view in corporate finance of agency conflicts (Jensen & 

Meckling 1976, see section 2.1 Agency Theory), but extend the universal problem to include context. 

Traditionally, conflicts of interests are analysed in a contextual vacuum where economic rationality 

prevails over institutional pressures, and the aggregate behaviour is a sum of individual acts. This 

functionalist view takes a technical standpoint in discussing how to mitigate agency problems, given 

self-interests and a set of tools available to the organizational designer. We agree with the view that 

efficiency and profit maximization (on the level of the individual) remains central to any governance 

problem and that certain general orders and interests among direct stakeholder exist. Yet, we distance 

ourselves from the complete separation between governance and institutional pressures, and we 

consider non-economic factors such as legislation, public pressures and institutional trends in our 

analysis. As such, we move away from the purely static view on agency issues, towards a process-

based paradigm. Although we believe that there is a clear set of universally valid principles that 

permeate economic behaviour globally, we also choose to consider contextual constraints and 

motivations that are linked to the society(/ies) in which the organization operates. Thereby, we 

advocate a rational explanation of social affairs where the rational act is determined by the society, 

through institutions (see section 2.2 Stakeholder Theory).  

Our analysis will discuss how social context reaches beyond the generalizable and what this means for 

governance in banks. Further, we avoid separation of the organization from its stakeholders not to 

oversimplify the corporate reality and we add structure to the analysis of contextual pressures. The 

purpose of our examination is to assess the relationship between bank governance and the institutional 

context in order to build a better understanding of change. We thereby introduce an interpretative 

element into a field of study that is fundamentally functionalist, and present a relational approach in 

which interconnectedness and interdependency between firms and their stakeholders affect behaviour.   
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3.1 Research Design 

In this paper, we aim to examine how corporate governance has changed within the banking sector 

following the course of events that took place during and following the financial crisis, and how the 

events were affected by institutional change. The survey could take many different forms where 

qualitative and quantitative methods each have their own merits. Yet, given our open-ended question, 

we avoid the use of empirical surveys that are structured around hypothesis formulation and statistical 

falsification tests. Rather, we choose on a more qualitative assessment where the methodology is tied 

to our fundamental assumptions stated in previous section.  

Figure 4 

 

 

The comments below explain our analytical approach and the connections between a bank’s governance and its surroundings 
1. Identify corporate governance categories 

1. We use agency theory to arrive at a set of key facets of a bank’s overall corporate governance structure 

2. To make the study operational, we construct variables which work as proxies for the characteristics and practices of interests 
3. The variables are arranged into four groups in order to facilitate the  understanding of, and to add structure to, our analysis 

4. For each of the variables we map the state in two periods, (1) pre crisis period 2003 – 2007 (2) post crisis period 2008 – 2011. 

Data is collected  and compared at three observation points, 2003, 2007 and 2011, enabling to distinguish potential trend shift 
in the variables driven by the financial crisis 

2. Identify stakeholder classes and subsequently how stakeholder pressure exerted on banks changed following the crisis 

1. Based on stakeholder theory, we categorize banks’ stakeholders into seven groups based upon their individual characteristics 
2. Changes which stakeholder groups undergo due to the financial crisis and which have an impact on its relationship to the banks 

is analysed 
3. Pressures from stakeholders translate into change in one or several of the three institutional pillars 

1. Depending on the identity of the stakeholder and the means through which the pressure is exercised, stakeholder influences can 

affect three overarching institutional pillars; regulative, normative and cultural-cognitive 
2. In the interaction between banks and its stakeholder environment, institutional change pushes banks to  adapt their governance 

practices 

4. Corporate governance practices are affected by changed pressures from stakeholders after the outbreak of the financial crisis 
1. Subject to the pressures exercised by its stakeholders following the financial crisis, we map and analyse changes to banks’ 

corporate governance  practices  

2. The connection between changes observed in corporate governance practices following the crisis and institutional change is 
further strengthened by the use of case studies 
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Figure 4 above outlines the key traits of our analytical methodology. The following sections will 

elaborate on our methodological approach and its motivation. 

3.1.1 Determinants of methodological choice 

Indeed, any research methodology must be consistent with the underlying theoretical orientation of the 

researcher, and with the research question at issue. The methodology is also linked to the nature of the 

phenomenon to be studied, and there are broad currents that have been acclaimed as the “correct” 

mode of conducting research within a particular area. In addition, the insight sought dictates the 

methods through the way it can be obtained. As such, operating in an area that is traditionally 

dominated by functionalist researchers, but with a research question that proposes a context-related 

problem, calls for a conscious choice of methodology. Migrating from a purely functionalistic field 

towards an interpretive world-view, we select a relatively novel and unexplored, yet resourceful 

moment to our paper: the clinical approach to research in finance (Tufano 2001).  

3.1.2 Clinical opposed to scientific research 

While a formal definition of clinical research is still to be agreed upon, the term commonly refers to 

empirical work in which a relatively small set of observations is used. Introspection tends to be of 

minor importance, and insights are driven by observation. Data can be either public or private, but the 

shared characteristic of all clinical analyses is intensive analysis of the results and efforts towards 

disaggregation. The approach is tailored to research founded upon a small number of cases of 

particular interest although its applicability is considerably broader today (Jensen et al, 1989, p. 3). In 

contrast, traditional scientific research within the functionalist paradigm encompasses methodologies 

where logical propositions are developed through introspection or mathematical theory. The theorems 

are translated into hypotheses which are tested using large datasets, and implicit in the methodology is 

the researchers confidence in the set of variables on which she chooses to focus (Tufano 2001, pp. 

181-3). 

Instead of contrasting the two branches, as does e.g. Ardalan (2007), we view clinical methodologies 

as a first stage in functionalist, scientific research rather than a research methodology in itself. This 

explorative approach is intended to understand organizations beyond aggregation and encompasses a 

broad range of techniques. Its advantages over traditional research approaches are to be found in the 

development of new theory where the area of study covers human- or firm behaviour. This process, 

commonly referred to as adduction has i.a. been applied within the field of behavioural finance, and 

primarily through direct observation (Tufano 2001). The interplay between high-level empirical 

research and small-scale analysis that considers the fragmental mechanisms that underlie the aggregate 

associations has been brought forward as an important catalyst for the development of research and we 

view clinical research within the scientific sphere as a prime example of this (e.g. Karen Wruck in 

Ardalan 2003, p. 1046). 



31 

 

3.1.3 Motivating of choice of methodology 

The intended contribution of our work is to reach beyond traditional aggregate associations. Pure 

scientific research can be rightfully applied only in situations where the researcher is confident in 

deducing reality through the use of predetermined variables. As we approach the situation with few 

preconditions, while we also believe that contextual aspects may influence the development of the 

corporate governance environment, we need to apply aspects from the branch of clinical methods. 

To understand the mechanisms better, and to document the drivers of change, it is instructive to 

contextualise governance decisions and zoom in on real decisions made. We propose that a research 

approach where the micro events are analysed is necessary to drive understanding of phenomena in the 

aggregate. A key principle in our functionalist orientation is that all aggregate trends originate from 

individual acts, and we therefore note that the fundamental drivers behind governance decisions need 

to be mapped before any generalizations and structured tests can be made. An analysis of cause and 

effect in the decision making process is not only informative, but necessary to develop theory. Our 

approach allows us to contest prescriptive theories with actual developments and to comment on 

discrepancies in an unambiguous (albeit case-specific) fashion (Tufano’s opening speech at the 

conference, Ardalan 2003, p. 1045; Karen Wruck in Ardalan 2003, p. 1046). Further, since the very 

core of our research topic stems from human decision making, we hope to achieve the additional 

insights that behavioural finance scholars have successfully done in their use of clinical surveys. This 

is why we embrace the clinical method as a complement to the scientific method. Rather than 

providing a substitute for traditional scientific research methods, we complement and enhance the 

traditional methodology by introducing case based observations in our thesis. 

Further, the relevance of clinical research is evermore present in periods of radical change in the 

conduct and organization of general institutions where roles and activities of economic actors change 

radically and traditional theory may fail. In such situations, clinical research steps in to evolve finance 

through observations of actual events. Our insights, where generalizable, can hopefully constitute a 

starting point for more sophisticated hypothesis formulation going forward within the field of 

corporate governance in periods of turmoil. In particular, when the environmental setting sees periods 

of turmoil, it may be the case that fundamental questions need to be reformulated, or that some of the 

explanations derived from observing a sequence of actions from a distance may no longer apply. As 

such, we will comment on the adequacy of current theories within the field of corporate finance for 

explaining the observed behaviour and determine the extent to which the current models are 

reasonable representation of the actual business settings. This is similar to what Krigman, Shaw & 

Womack (2001) did when they examined the validity of large sample inference. Using surveys, the 

authors fortified their insights by adding primary information interpretations to the general 

associations. The article suggests the advantages of pairing different methodologies when looking at a 

single question which we hope to benefit from in our analysis. 
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In short, we infer that a scientific approach with clinical research applied to the explanatory discussion 

is the most suitable methodology for our paper given the importance of institutional arrangements for 

governance structures.  

3.1.4 Our use of theory and cases 

Our analysis originates from theory in the sense that we use previous insights to arrive at a set of 

guiding predictions and indications of what parameters should be the focus of our survey. Also, we use 

theory to structure the discussion of the institutional change that has taken place over the time period 

of interest. This theoretical account is not intended as a firm framework in a delineating sense, but 

rather as initial guidance and a starting point for sorting and filtering within the dataset. 

Given the qualities of clinical research within the explanatory stage of scientific research, we hope to 

generate a more thorough and holistic understanding of the actual shift in the governance regime by 

bringing cases into the analysis. In particular, we will attempt to identify general trends, but also seek 

explanations for the most significant and surprising deviations within our selected dataset. Thereby, 

we try to overcome what Jensen et al (1989, p. 4) refer to as “possibility theorems” – propositions that 

are logically consistent but lack the ability to explain any real-world phenomenon.  

3.2 The Test – Variable Selection 

Following our account of the theoretical underpinning of this paper, we collect data at three points in 

time detect the most important aggregate changes to the corporate governance regime within our peer 

group. The variables we consider can be grouped into four key categories: (1) internal agency 

structures, (2) board composition and committees, (3) executive compensation, and (4) ownership 

structure. Below in Table 4, we present the variables we consider by category. 
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Table 4 

 

       (1) Internal 

Agency  

Structures 

(2) Board 

Composition  

and Committees 

(3) Executive  

Compensation 

(4) Ownership  
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(1) Owner 
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Reporting 

frequency 

Say-on-Pay 

Board size 

Director independence 

Diversity 

Banking experience 

CEO duality 

Board meeting 
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Audit committee 
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committee 
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Cash bonus 

Stock- and option 
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Deferred 
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Clawback 
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Blockholders 
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holdings 
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Poison pill 

clauses 

Dual share 

classes 

Board size 

Director turnover 

Stock- and 

option grants 

Blockholders 
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Audit committee 
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committee 

Risk committee 

Cash bonus   
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  CSR 

disclosure 

Sustainability 

disclosure 

Board size 

Diversity 

Banking experience 

Public representative 

on board 

Compensation 

committee 

Risk committee 

Total 

compensation 

Base salary 

Deferred 

compensation 

Clawback 

provisions 

Government 

stake 

 

3.2.1 Internal agency structures 

The variables we investigate in relation to internal agency structures are primarily related to the ease at 

which investors can obtain information about the company, and on potential systematic discrimination 

between different groups of shareholders. 

Information disclosure is gauged both in terms of frequency and contents. The reporting frequency is 

either quarterly or semi-annual and tracks the frequency of results disclosure. A bank must disclose 

actual accounts on a quarterly basis to qualify for the “quarterly” classification, and as more frequent 

reporting bridges the information gap between principals and agents, it mitigates agency issues all else 

equal.  
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In terms of contents, we have mapped whether annual reports contain an entire section exclusively 

devoted to (1) corporate social responsibility (CSR) issues, and to (2) sustainability. These two latter 

variables are meant to reflect the bank’s concern for the broader stakeholder group. If the bank 

engages in activities that are not directly associated with profitability improvements, but that benefit 

society, this is commonly disclosed in annual reports. Although this does not perfectly map the actual 

activities and efforts made, more thorough disclosure ought to reflect awareness and a concern for 

stakeholders beyond those with a cash flow claim. 

Poison pill provisions and dual share classes are ways for corporations to effectively combat hostile 

take-over attempts or to secure that control remains with a preferred group of shareholders. Thereby, 

both impinge upon the disciplining mechanism of capital markets and the market for corporate control. 

Entrenchment of incumbent owner is facilitated through dual share classes or poison pills as outsiders 

will face difficulties contesting their position. Both variables are binary in our analysis, and we do not 

distinguish between thresholds in poison pill structures or the degree of preferential control rights in 

cases where dual share classes exist. 

One of the key incentive mechanisms for owners to use in motivating directors to take certain action is 

through executive compensation. While this topic is treated separately below, we consider the degree 

of influence directly exercised by owners to be a part of the internal governance structure. Therefore, 

we introduce say-on-pay as a variable in this section. A say-on-pay provision means that any 

compensation scheme, once it is designed by the board or the compensation committee, is made 

subject to shareholder approval through a separate vote. Although the vote is not always binding, but 

rather a recommendation, it strengthens the tie between the board and shareholders. Thereby, it limits 

the risk that directors will act in a self-interested manner and violate the fiduciary duty. 

3.2.2 Board composition and committees 

When it comes to variables related to the banks’ boards, it is worth mentioning that in the instances 

where the board is divided into an executive and a supervisory board, we consider only the latter. It is 

the supervisory board that carries out the monitoring and metering function that is advocated by 

academics, and is consists of representatives of the principals of the firm. The executive board, on the 

other hand, provides insight into the operations of the firm, and bridges the gap between the 

employees and the owners. As such, while it may improve the functioning and effectiveness of the 

supervisory board, it does not represent principals vis-à-vis agents. Also, potential secretaries on 

boards are excluded from our statistics. 

At the most basic level, we consider board size and director turnover on the level of the supervisory 

board. Although free-riding is facilitated on a larger board, more directors facilitate oversight and 

maintenance of the fiduciary duty as it limits the risk of collusion between directors and company 

managers. Further, a larger board makes it easier for minority owners and other stakeholders to get 



35 

 

direct representation on the board. In summary, when kept within reasonable bounds, a larger board 

should better represent a wide group of stakeholder interests. Thereby, it potentially mitigates agency 

issues and supports stakeholder influence over the corporation. Previous empirical research appears 

ambiguous with regards to the effect of board size in financial institutions, a number of papers which 

find negative relationship between board size and firm performance, including Guest (2009) and 

Conyon & Peck (1998) while a study by Adams & Mehran (2008) focused on the banking sector finds 

that banks with larger boards do not underperform peers (measured by Tobin’s Q). 

Similarly, it can be argued that a high director turnover benefits a broad stakeholder constituency since 

board seats are offered for new directors at a more frequent basis, we believe that the key advantage 

within an agency setting of high director turnover is the limit it puts on director entrenchment. In 

particular, minority owners will have a more direct avenue to challenging majority owner 

representatives who promote individual interest when directors are replaced more frequently. Further, 

for our purposes, we look at director turnover as a general proxy for change within the board of 

directors. The variable is thought to indicate whether or not the replacement of directors on the board 

has accelerated as a reaction to large institutional changes. 

Director independence can be defined in a number of ways. According to some, a director is not 

independent unless he (1) does not have any executive responsibilities in the firm, and (2) does not 

own stock. Yet, as most board members own shares in the company that appointed them for the board, 

we employ a somewhat more lenient definition and require from an independent director that (1) he 

does not have any executive responsibilities in the company, and (2) that he does not have any 

material interest in the firm. This latter requirement is highly subjective and given the high complexity 

of determining what such an interest entails, we have chosen to use definitions as employed under 

national exchange listings. In annual reports, a firm is obliged to stating whether a director is 

independent according to this definition, and these statements are used throughout our paper. 

Irrespective of the precise definition of the term material interest, for the purposes of acting as a proxy, 

director independence is in the interest of owners vis-à-vis managers. 

As a proxy for board diversity, we have counted the number of nationalities
8
 represented on boards at 

each of the year-ends. While nationality does not encompass the range of qualities sought after when 

attempting to establish a diverse board of directors, it is indicative and an operational alternative for 

our purposes. A diverse board is more likely to possess complementary competences and perspectives, 

and is therefore better suited to supervise and advise management on behalf of the owners. Further, it 

is more likely to represent a broader set of interests, which means that it more broadly represents the 

stakeholder society. 

                                                           
8 Nationality is defined as the director’s citizenship 
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A further characteristic that we looked for among board members is previous experience from the 

banking sector. For each of the banks, we counted in each year how many board members were 

currently or had previously been employed by a bank. The variable reflects an ambition to create a 

board with a thorough understanding of the complex dealings of a modern, systemically important 

bank. With experience from the sector, a directory would, all else equal, be better able to understand 

and assess the risks that a bank assumed, and how these can affect profitability and solvency. First and 

foremost, compared to employees, equity holders have to take much of the cost incurred when a bank 

becomes subject to a negative risk outcome. Therefore, a better understanding among board 

representatives of the bank operations makes it easier for the board to notice and correct opportunistic 

behaviour. However, if risk can be better managed and volatility reduced, this benefits also creditors
9
 

who face a lesser risk of default. Finally, in the event of default of a systemically important bank, large 

costs will be shifted to taxpayers and depositors. Therefore, indirect stakeholders also benefit when 

boards have a more thorough understanding of the riskiness of the activities that a bank engage in.  

Given the systematic importance of our sample, each bank is intrinsically linked to the broad society. 

Not only will externalities be borne by taxpayers, but a default will potentially destabilize the financial 

system and set off a sequence of events that have a negative effect on the broad economy. As such, it 

can be argued that tax-payers deserve representation on the board of any systemically important bank. 

We have created a binary variable that indicates whether any of the board representatives has current 

or past political affiliation or duties as a civil servant. A board member with direct care for the public 

would benefit those stakeholders who are subject to potential externalities. We are aware, however, 

that this interpretation should be treated with some caution. A board member with likes to the political 

sphere may be a shortcut for shareholders in banks to gain access to and understanding of the political 

domain, or to get official approval of certain actions. 

When a CEO also chairs the board, a phenomenon known as CEO duality, opposing interest may 

exist. In traditional organization theory, CEO duality establishes strong, unambiguous leadership and 

legitimacy through the organization. However, from an agency perspective, it may work in favour of 

CEO entrenchment and weaken the ability of the board to effectively monitor the bank’s management.  

We also state the number of board meetings per year for each of the banks. All else equal more 

frequent board meetings strengthen the ability of the board to monitor, and should be an effective 

deterrent to the management to act opportunistically as such behaviour would more likely be 

discovered. However, there may be a reason why the board has convened more frequently than 

                                                           
9 Equity holders, who appoint board members, will be interested in increasing the volatility above what would maximise 

value for the bondholders. Yet, as a further investigation within this topic is beyond the scope of our paper, we assume that 

equity holders are interested in running the company at a value maximizing volatility level. Taking this as given, bond 

holders will demand covenants that limit opportunistic shareholder behaviour. 
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planned in a given year. If so, the number does not reflect more stringent oversight, but other interests 

which may not be related to the first agency problem.  

Finally, we have mapped the prevalence, size and turnover of three different board committees: (1) 

audit committee, (2) compensation (remuneration) committee, and (3) risk committee
10

. The audit 

committee is the most central committee and has the principal responsibility for a bank’s audit and 

control systems. While rich disclosure is essential for any of a firm’s stakeholders, the linkage is most 

obvious for discretionary investors and business partners vis-à-vis the insiders of the firm (i.e. agency 

problems one and three). Reliable audit is essential for investors and trade counterparties alike in 

forming an opinion about the firm, and to obtain the information necessary to prevent opportunism. 

The compensation committee is responsible for designing executive compensation schemes and to 

align managerial incentives with those of shareholders. As discussed above, the power of those 

incentives may motivate excessive risk taking and such volatility may be to the detriment both of a 

bank’s creditors and its broader stakeholder constituency. Thereby, the compensation committee can 

mitigate both the first and the second agency issue, while pressures from the public make it subject 

also to stakeholder interest alignment. Finally, the risk committee is responsible for overseeing the risk 

that a bank is exposed to but also to provide an assessment of the organization and processes 

surrounding risk management. Similar to the compensation committee, its responsibilities have a 

direct effect on several groups in society. Primarily, however, if we assume that the ultimate 

responsibility of the risk committee is to keep the bank from going into bankruptcy, the main interest 

groups represented are creditors (third agency problem) and the broad stakeholder constituency. 

In mapping committee compositions and membership, it should be noted that we have focused on each 

board committee’s raison d’etre rather than its actual title. Therefore, if a committee was set up with 

responsibilities that closely resembled those of any of the three committees presented above, it will be 

considered irrespective of its formal name.  

In addition to director turnover on the board, we map for each of the banks the turnover among the 

directors per committee. This variable should be treated with caution, however, since changes to 

committee affiliation may not be indicative of malcontent. Rather, it is in many instances common 

practice among board members to rotate across committees (see footnote 10). Acknowledging the 

underlying rationale, rotation across committees is an intentional corporate governance mechanism 

that seeks to enhance the committee work. Within our framework, similarly to director turnover, this 

variable serves as a general proxy for change within the board of committees. 

  

                                                           
10 Our account of board and committee responsibilities relies on statements made in the annual reports we used in collecting 

our data, see 10.1 Appendix 1 
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3.2.3 Executive compensation 

Throughout our mapping and analysis of executive compensation, we have decided to focus on the 

composition of the total pay package rather than the change in absolute levels. Since we do not aim to 

compare pay levels across banks or the change of total compensation over time, looking at shares paid 

out in different types of compensation instruments facilitates our analysis and comparability. We avoid 

the issue of fixed country effects and the importance of bank-specific variables which affect 

compensation levels. 

While we avoid commenting on the size of the total compensation package, we note for each bank 

whether total compensation has increased, decreased or stayed unchanged. Further, altering the 

executive compensation mix may be a response to stakeholder pressures and an acknowledgement that 

banks take into account requirements voiced by parties who lack a direct financial claim to the 

company’s assets or cash flows. Also, it may reflect a similar attitude expressed by shareholders. At 

any rate, a trend shift may reflect how the governance system (through compensation) is able to adjust 

to environmental pressures. 

From the total compensation package, we extract three key components: (1) the base salary, (2) the 

cash bonus, and (3) stock- and option grants. These three components do not sum to the full 

compensation package because of additional compensation granted as perquisites such as private 

drivers and security services. Since other compensation is highly variable across banks in terms of 

contents, we do not include it in our analysis. However, this omission should not have a material effect 

on the aggregate findings as such additional compensation rarely amounts to more than few 

percentages of the total compensation. 

The base salary constitutes a part of the executive compensation which is completely unrelated to the 

performance of the firm. It is paid in cash and hence does not align interests between managers and 

owners. Therefore, from an agency perspective a compensation package where the base salary 

constitutes a large share has a weaker disciplining effect and does not effectively align interests.  

Further, the cash bonus tends to be tied to the operating performance of the company. It is often 

benchmarked against a peer group and centred on accounting metrics such as profit margins and 

revenue growth. However, total shareholder returns (capital appreciation and dividend pay-outs) are 

sometimes considered
11

. Since all ownership groups, across debt and equity, have an interest in the 

financial health of the bank, compensation linked to operating metrics mitigates both the first and the 

second agency problem
12

. Although creditors typically fall under the protection of extensive covenant 

                                                           
11 Our account of typical compensation schemes relies on statements made in the annual reports we used in collecting our 

data, see 10.1 Appendix 1. For an example, please consider e.g. Barclays annual report 2011 p55 

12 Creditors are considered to fall within the third agency problem, together with external contractors. 
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programmes, a breach risks causing large transaction costs which need to be borne in part by creditors. 

Thereby, strengthening the incentives of managers to maintain sound operating metrics is in the 

interest of debt holders. Further, other external contractors who rely on the firm’s ability to generate 

cash flows to be reimbursed for services sold will benefit from sound finances. In terms of 

compensation instruments, cash bonuses do not link the payoff to managers’ performance beyond the 

evaluation period. 

Third, stock and option grants carry the strongest incentivizing power and flexibility. The size of the 

grant is predominantly determined in consideration of the capital markets performance of the bank 

which means that a strong stock market performance results in a larger grant to the executive all else 

equal (see footnote 11). Thereby, the determinant of the value of the compensation is linked to a factor 

that directly determines shareholder wealth. Total shareholder returns also do not accrue 

asymmetrically to different shareholder groups, and equity compensation therefore does not 

discriminate between majority and minority shoulders. Further, the nature of the grant is intrinsically 

connected to the future payoffs to shareholders. Since both equity and different equity-related option 

types typically vest over an extended time period, interest alignment over time is also attained through 

stock and option grants. 

The variety of types of compensation instruments within the category of stock and option grants is rich 

and each type of grant has its own particular characteristics which determine what incentive it creates. 

For example, plain vanilla call options have a higher vega than pure stock which means that its value 

is positively related to the volatility of the stock returns. Stock appreciation rights, on the other hand, 

do not dilute shareholders as the holder receives cash payments equal to the appreciation of the stock 

value above a predefined threshold (or a series of thresholds over time). However, for our purposes, 

the fundamentals are similar enough to group the full range of stock and option related compensation 

types. The essential link between shareholder returns and executive compensation remains, and the 

pay-outs accrue over several years which means that short-termism is mitigated. Also, from a research 

design point of view, complete disaggregation is difficult if not impossible – in particular in the years 

preceding the financial crisis. 

To capture the intent to align executive interests with those of shareholders, it is necessary to reach 

beyond the instantaneous interest alignment. In particular, as shareholder interests are (theoretically) 

infinite, compensation should be linked to the future performance of a company. The most apparent 

way of attaining such future interest alignment is by granting compensation that has a long vesting 

period. We have gathered data on the share of the total pay package granted as deferred compensation. 

This definition encompasses any type of compensation which cannot be received upfront as cash at the 

time of the grant. As such, managerial interests are aligned with those of shareholders beyond the 

immediate compensation grant. Another mechanism that serves the same purpose, but instead of 
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withholding the pay-out grants the company the right to retroactively claim back a payment is 

clawback provisions. For any practical purpose, the two mechanisms have similar interest alignment 

properties. In our data, the former variable is calculated as a share of the total compensation package 

whereas the latter is binary. 

In connection with long-term interest alignment, it should be noted that benefits may accrue beyond 

the immediate shareholder constituency. The society, as an aggregate, bears a share of the costs 

following dramatic bank failures (see section 1.1 Financial crisis – Chain of Events). Therefore, the 

wider stakeholder society benefits from less short-termism and a more long term oriented management 

perspective, which is what deferred compensation and clawback provisions seek to achieve. 

3.2.4 Ownership structure 

Within the most immediate stakeholder group – the owners of the firm – we have analysed three 

aspects of the equity ownership: (1) blockholders, (2) insiders, and (3) government ownership stakes. 

As discussed by e.g. Jensen & Meckling (1976) and Tirole (2001), the identity of the owner along with 

the size of the ownership stake are important determinants of the ability and the motivation to monitor 

the company and to take disciplining action. 

Blockholders, i.e. equity holders with significant direct or beneficial ownership stakes in a firm, 

overcome the tragedy of the commons by (1) possessing the ability to exercise control, and (2) 

receiving a sufficient share of the additional wealth created through the corrective action taken. 

Therefore, blockholders are important within the shareholder group as they react to action taken which 

lowers the value of the firm
13

. Our data maps not only the aggregate share held by blockholders, but 

also the number of blockholders. 

To the extent that the action promoted by blockholders is wealth maximizing, their existence it to the 

benefit of the broad stakeholder constituency. Yet, since this this cannot be taken for granted, we 

consider blockholders to foremost mitigate the first agency problem. 

On the other hand, as large shareholders often have the complete (effective) control over a firm, they 

may in some instances promote action which constitutes a transfer of wealth from other claimants, 

such as minority shareholders. Therefore, blockholders are important to consider also in the light of 

the second agency issue. 

Finally, seen in conjunction with new institutional theory, blockholders are important in the process of 

institutional change. Within the continuous loop process developed by Scott (1987) blockholders do 

                                                           
13 Blockholders in equity strive to maximize the equity value. This does not always correspond to an increase in the aggregate 

firm value: in some instances, equity holders may promote action that increases the value of the firm’s equity at debt holders’ 

expense. 
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not only act within the organizational space. They participate in the broader institutional context and 

become an important catalyst for change by possessing both incentives and control, as mentioned 

above. 

Further, we have mapped the share of equity held by firm insiders. Traditionally, e.g. in Jensen & 

Meckling’s (1976) framework, a large share of equity held by insiders results in less agency issues. 

The fundamental idea is that excessive spending is dis-incentivised as a sufficient share of the costs 

will be borne by the agent. We have calculated the total share held by insiders for each bank in each of 

the year.  

The other interesting ownership group is the government. We have calculated the total share of equity 

held by governments, irrespective of the bank’s country of incorporation and the state of the 

government treasury. This is motivated by the fact that the sample banks operate on a global scale. As 

such, considering only the stake held by the domestic government risks being too narrow to 

encompass the effect sought. Theoretically, a government stake may result from several different 

motivations (see 2.2 Stakeholder Theory; 7.4 Ownership).  

Common for all types of ownership structure is that they influence the ability to effectively monitor a 

firm. Effective monitoring is often to the benefit of the broad ownership group as oversight disciplines 

the management and mitigates agency problems (e.g. Jensen & Meckling 1976). However, as 

discussed above, large owners may also promote action that results in a wealth transfer between 

different groups of owners (agency problem two). This is only one case where motives of the monitor 

differ between from those of one or several other stakeholder groups. In general, when outside 

monitoring takes place – often in the form of security analysis – it can be argued that the increased 

scrutiny benefits owners through lesser agency problems. However, we note that such outside 

monitoring often reflects other interests and is driven by demand forces (e.g. Jensen & Meckling 

1976). In such instances, when the consumer of the monitoring service is different from the owner, 

outside monitoring cannot be assumed to result in better governance within the target company. 

Therefore, we leave the topic for future research. 

3.3 Research Methodology – Statistical Testing and Case Studies 

In practical terms, our assessment of the implications of the financial crisis on corporate governance 

practices within the banking sector can be divided into two steps: (1) the statistical testing, (2) a 

mapping of the institutional environment and key stakeholders, and (3) our discussion where we 

enhance the data-findings with case based evidence. Below, we present the procedural considerations 

for each. The section concludes our methodological discussion.  
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3.3.1 Data-driven tests 

Among the variables that we collect data for, some are continuous whereas others are discrete. For 

example, the number of board members (count) and the existence of say-on-pay provisions (nominal) 

are discrete whereas the share of compensation paid as shares or options is continuous. Depending on 

the type of data, the results are presented differently in our results section: count data and continuous 

data are presented as averages in each of the time periods, but nominal data is presented with the 

sample size per group (e.g. five yes and three no is presented as “5/3”). The fundamental reason 

underlying our choice to present binary data with the full number of respondents per group is that this 

is necessary to allow for unbiased interpretation of the data. In particular, since our sample size 

changed over time
14

, a situation when the full sample remained unchanged but where a new 

respondent would be included in either category would be presented as a change if we reported results 

in percentages
15

. 

In cases where we lack observations for one or several of the banks in any year and where the average 

differs depending on whether the full sample is included whenever the data is available, we will 

discuss this and comment on the results both for an identical panel over time and for the full dataset 

available. 

Since the variability within the data-groups is significant and since we gather data only for three points 

in time, standard reporting of error margins and significance levels is not well suited for our results. 

We comment on the findings along with max, min and standard deviation values and observed outliers 

if these are of interest in the light of our research question. Thereby, we propose one line of reasoning 

to the reader which is supported by indicative findings in the dataset. We do not aim to falsify a null 

hypothesis of zero change, and we do not aim to place any detected trend shifts beyond reasonable 

doubt based solely on the dataset. Further, since we use cases to assess any tendencies detected which 

we believe to be connected to the institutional change, we disaggregate the findings (see below) and 

seek to identify the underlying drivers of what we observe in the data.  

3.3.2 Analytical framework for institutions and stakeholders 

To add structure to the discussion section, we provide a mapping of the institutional environment and 

key stakeholders. The contextual account rests on the three-pillars developed by Scott (2001) and our 

review of stakeholders is inspired by the typology proposed by Mitchell, Agle & Wood (1997). The 

section is not meant to provide a comprehensive elaboration on the institutional developments which 

may have affected bank governance, but as an analytical starting point for our discussion. Throughout 

the discussion, we will comment more specifically on occurrences during and following the financial 

                                                           
14 The Bank of New York Mellon did not exist in 2003, but given its systemic importance, we chose to include it in 2007 and 

2011 (see section 4. Data on data and sample group). 

15 This is true as long as the new sample bank does not fall into a response group where the full sample is categorised. 
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crisis and on their implications on the institutional backdrop, thereby adding substance to the 

analytical framework. 

3.3.3 Case-based tests 

When we see indications of a new trend or when one or several banks constitute outliners in our data 

sample, we introduce cases to find the driver behind the development(s) we observe. Such qualitative 

observations allow us to pinpoint the precise rationale underlying interesting developments in our 

focal variables and to verify the link between institutional developments and firm-specific action. 

Also, when findings may have ambiguous implications, as is the case e.g. when we see changes in 

blockholdings or government ownership, we use cases to understand why a change has occurred and 

what the motivation is. In terms of insight, we can reach beyond the generalized and disaggregate our 

findings to understand how institutional change has led to pressure on banks in our sample group, and 

how individual developments may be a response to such pressures as reflected in corporate 

governance practices. 

In every instance where we choose to verify our findings with a case study, we begin by presenting the 

context surrounding the bank. This involves not only changes to the external institutions which affect 

the local banking sector, but also company-specific developments which may contain the drivers for 

changes in the bank’s governance regime. Then, we present a detailed account of the actual 

development which illustrates how the bank turned up as an interesting case based on our data results. 

Finally, we discuss the reasoning and whether and if so how the development relates to changes in 

institutional pillars following the financial crisis. 

In conclusion, we follow a methodology which reflects our chosen research paradigm: clinical 

research. The cases complement our dataset and provide a means for us to identify the actual 

mechanics underlying our results: it helps us to bridge the gap between theory and what we observe 

and it supports a more thorough understanding of how institutional developments during the financial 

crisis affected corporate governance among banks. 
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4. Data  

4.1 Time period 

We are carrying out our analysis based on observations made at three points in time. The first two are 

chosen to reflect the situation before the financial crisis (2003 and 2007) while the final time period 

represents the state after the crisis (2011). By collecting data at three periods in time, we are able to (1) 

identify changes in the state of corporate governance practices before and after the crisis, but also to 

(2) consider developments in one four-year period preceding the crisis and compare this changes that 

occurred during a time period which experienced a financial crisis. The length of the time periods is 

motivated on two grounds. First, as pointed out in section 2. Theory, we think of changes in corporate 

governance structures as a gradual process which converges towards a desired state
16

 and changes 

slowly. Therefore, to capture the desired developments and to allow for banks to accommodate the 

pressures experienced during and in the aftermath of the financial crisis, we chose to consider the most 

recent annual reports available (2011). Second, the four-year gap between observations stems from the 

fact that 2007 is the most recent pre-crisis observation year (see section 1.1 Financial crisis – Chain of 

Events) and that we want to keep the time lag even (hence 2003).  

4.2 Selection of observation group 

Our survey is limited to companies which have banking as their main activity. Thereby, we exclude 

the group of financial institutions which primarily engage in insurance or asset management. This 

facilitates the comparison of our results by creating a higher degree of homogeneity in our sample. 

Similarly, we consider only banks domiciled and listed in North America or in Europe because of their 

relative cultural proximity, because of their adjacency in terms of operational procedures and general 

corporate governance practices, and because both geographies were severely impacted by the financial 

crisis.  

We have reduced the sample further by consider only banks which are (1) important to the broad 

society, and (2) subject to public scrutiny. Rather than applying a filter based upon size (e.g. total 

balance sheet assets or market capitalization), we used the definitions provided by the Financial 

Stability board for determining the systemic importance of a bank. The 2011 list of global systemically 

important banks (G-SIBs) contained 29 entities, of which 25 banks are domiciled and listed in either 

North America or Europe (FSB 2011).  

We have chosen to focus on these 25 banks due to their central role in the financial system: they are of 

particular interests for governments and the society as a whole given the potentially dire consequences 

of a default. To the extent that sound corporate governance practices can foster greater stability, the 

                                                           
16 The nature of the desired state changes continuously, explaining constant in corporate governance structures. 
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banks should be under particular pressure to adopt best-practice governance schemes which makes 

them interesting to consider in the light of institutional influences. 

Now, using selection criteria developed in 2011 for the same panel going back in time calls for 

caution. First, we note that two of the banks (Banque Populaire CdE and Bank of New York Mellon) 

result from mergers that took place in the time period between 2003 and 2011, Banque Populaire did 

not merge with CdE until 2009 which means that only one observation is available for the bank as it 

stands today. Therefore, we exclude it from our sample. However, Bank of New York Mellon resulted 

from a merger between Bank of New York and Mellon Financial Corporation which was announced in 

2006. Thereby, we have observations for the two most recent time periods and choose to keep the 

bank within the observation group to favour the total size of our sample. There is no reason to expect a 

radically different trajectory when it comes to corporate governance practices for Bank of New York 

Mellon than for the remaining sample group, which means that we can include it in the 2007 and 2011 

observations without risk of biasing our results. Further, using 2011 criteria for selecting a sample 

group that we use also in 2003 and 2007 may bias the sample by not considering the systemic 

importance of each constituent at each point in time. However, by redefining the sample in each time 

period, our results would need to be adjusted for the difference e.g. geographical composition which 

would be difficult and potentially distort our findings. Also, since the 2007-2011 time period is of 

central interest to the paper, the systemically importance of the banks in 2011 most accurately reflects 

what we seek in our sample group: banks which are potentially subject to institutional influences in 

defining their governance regimes. 

In brief, our final observation group include following banks (domicile) ; Bank of America (US), Bank 

of New York Mellon (US), Barclays (UK), BNP Paribas (FR), Citigroup (US), Commerzbank (DE), 

Crédit Agricole (FR), Credit Suisse (CH), Deutsche Bank (DE), Dexia (BE), Goldman Sachs (US), 

HSBC (UK), ING Bank (NL), JP Morgan Chase (US), Lloyds TSB (UK), Morgan Stanley (US), 

Nordea (SE), Royal Banks of Scotland (UK), Santander (ES), Société Générale (FR), State Street 

(US), UBS (CH), Unicredit (IT) and Wells Fargo (US). 

4.3 Collection of data 

In order to produce as reliable data as possible, we have manually extracted all information from 

company filings. What the primary source of data has been depends on the domicile of the bank. For 

example, given the strict and standardised filing requirement in the US, we have extracted reports such 

as 10-K and 14-A from the centralised SEC database for the most parts when gathering information on 

American banks. However, data on the European sample group comes predominantly from annual 

reports and other filings made available through the corporate webpage, such as compensation policy 

documents and general principles of corporate governance. In some instances, when we have not been 

able to find the information we seek in any of the methods outlined above, we have considered 
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registration documents and general meeting protocols for additional disclosure. Also, for capital 

markets related information on dual share classes, share price developments and leverage, and where 

company filings contained insufficient information on shareholder bases, we have used S&P Capital 

IQ and Bloomberg to obtain a fuller dataset. A full list of the documents consulted is available in 10.1 

Appendix 1. 

When we expand our analysis by introducing cases, several additional data sources are considered. In 

particular, news article are used together with public company communication releases to map the 

events surrounding a particular topic. Also, official documents are the main source for information 

relating to regulatory developments and the publication of principles and recommendations in the 

realm of corporate governance. 

4.4 Description of observation group 

Based on our definition of observation group, the sample includes eight US based banks, four UK 

based banks, two banks each from France, Germany and Switzerland, and four banks domiciled in 

Belgium, Netherlands, Sweden and Italy. Thereby, our observation group has a slight overweight of 

European over US based banks.  

Beyond national differences, the banks included in the observation group have been affected 

differently by the financial crisis due to their individual business mixes and exposures to certain asset 

classes. Since financial results and stock market performance have direct reputational effects which in 

turn may change corporate governance practices, we consider individual performance data for each 

bank. We use three key metrics to analyse individual bank performance and the aggregate of the full 

observation group: (1) y-o-y stock price changes, (2) price/book value and (3) leverage. All data is 

collected from S&P Capital IQ
17

. Overall, we observe that banks’ stock prices (rebased at 100 at 2002-

12-31) were severely affected by the financial crisis, on average declining from an average of 183,9 at 

year-end 2007 to 71,6 by year-end 2008, afterwards hovering around 65,8 to 99,9 until the end of 

2011. Further, leverage, which proxies for risk taking, fell from an average of 22,6 by year-end 2007 

to 16,9 in late 2011, indicating a reduction of the total risk exposure. Along with the falling share 

prices, the price-to-book value receded from a range of 2,4-2,6 in 2003-2006 to a 0,7-1,1 interval 

following the crisis
18

.  

 

                                                           
17 Annual observations for each bank, along with the total sample average, are presented in 10.2 Appendix 2. 

18 Examining the banks individually, it appears, based on subjective evaluation of both stock price, leverage and price to book 

value, that Dexia, Royal Bank of Scotland, Lloyds Banking, Société Générale, UBS, Credit Suisse, Morgan Stanley, 

Goldman Sachs and Crédit Agricole were worst hit y the crisis. The banks that appear to have been more resilient to the 

financial crisis appear to be Nordea, JP Morgan, HSBC, Wells Fargo, State Street and Santander.  
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5. Results 

In this section, we present key findings from our dataset. We will present each variable separately, 

beginning with the variables related to internal agency structures followed by findings regarding board 

composition, committee representation and director turnover, and the topic of executive compensation. 

Finally, we will present our findings on the share of equity held by insiders, and on the role of private 

and public blockholders in common share capital. Throughout the section, we will display data for 

select metrics to support the results presentation.  

5.1 Internal agency structures 

Table 5: Internal agency 
2011 2007 2003 

CSR disclosure (Y/N) 13 / 11 15 / 9 13 / 10 

Sustainability Disclosure (Y/N) 7 / 17 8 / 16 4 / 19 

    Poison pill (Y/N) 4 / 20 4 / 20 4 / 19 

Dual share classes (Y/N) 2 / 22 2 / 22 2 / 21 

    Say-on-pay (Y/N) 21 / 3 5 / 19 4 / 19 

 

In our presentation of the results, internal agency structures are those arrangements which are not 

dictated by law, but over which directors have full or significant influence. Further, they have a 

bearing on the ability of shareholders and other stakeholders to have a say in the dealings of the firm, 

or to exercise voice or exit effectively and in an informed way. 

First, effective stakeholder decision making requires rich information disclosure. With more 

information at hand, stakeholders are able to discover wrongdoings or underperformance which may 

not immediately be reflected in financial results. As such, the important disciplining function that 

capital markets have for public companies is directly linked to the company disclosure. Similarly, 

frequent and thorough reporting is a signal by the firm that it is committed to transparency and insight. 

Out of the 24 banks included in our dataset
19

, only two report on a semi-annual basis whereas the rest 

disclose accounts quarterly. Further, no change can be observed since 2003. 

In terms of what information banks disclose in their annual reports, we have looked at whether 

complete sections treat (1) corporate social responsibility (CSR) and (2) sustainability. This is meant 

to reflect a concern for the wider stakeholder group (i.e. those who not hold direct claims on the assets 

or profits of the firm, but who absorb externalities). In aggregate, no considerable improvement has 

been observed when it comes to CSR disclosure. Roughly half of the banks had an entire section 

treating the topic at each of the three year-ends, and the only change we observe is for Dexia and 

                                                           
19 23 banks in 2003 since Bank of New York Mellon was not formed until July 2007. 
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Barclays. Both of these banks published CSR statements in 2007 but neither did so in 2003 or 2011. 

The case is somewhat different for sustainability disclosure which only four banks published in 2003, 

compared to 8 and 7 banks in 2007 and 2011, respectively. Interestingly, none of the US banks 

disclosed sustainability statements in 2011 whereas a majority of the European firms did. This is 

similar for CSR disclosure which also is more frequently disclosed among European banks. 

The prevalence of poison pills and dual share classes impedes the ability of shareholders to discipline 

management through voting on single issues or through outright takeovers. Therefore, the mechanisms 

foster ownership- and management entrenchment and there is an obvious risk that agency issues will 

be aggravated along with higher rates of both. Among the banks that we have surveyed, four banks 

had poison pills and two banks had multiple share classes. Interestingly, no changes have been 

observed for these two variables: the banks that had multiple share classes in 2003 did so also in 2007 

and 2011, and the same pattern was seen when it comes to poison pill provisions. There seems to be 

geographic pattern in the data, however, as all of the banks with poison pill provisions were 

incorporated in USA (50% of the sub-sample) and both of the banks with dual share classes were 

European (one Italian and one UK). 

The right of shareholders to vote on the remuneration of executives – say-on-pay – is one variable 

where we note a significant change over time. In annual reports and SEC filings, only four of the 

banks in our sample reported that they made executive remuneration schemes subject to shareholder 

approval in 2003 and five in 2007. However, in 2011, 21 out of 24 banks did so. Among the US banks, 

the increase is complete with all banks granting shareholders the right to vote against the suggested 

compensation package. Among continental European banks, a third had adopted this mechanism by 

year-end 2011 while all four UK banks had done so already in 2003. It is worth emphasizing the 

apparently direct effect the financial crisis had on banks adopting say-on-pay functions. 
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5.2 Board composition and committees 

Table 6: Board composition and committees 
2011 2007 2003 

Average board size 14,8 16,3 16,0 

Turnover 52,1% 42,8% 

 Share of directors independent 74,4% 68,3% 67,6% 

Number of nationalities 3,6 3,2 2,8 

Avg. Share of directors w banking experience 48,1% 39,9% 37,2% 

Official representative on board (Y/N) 15 / 9 17 / 7 14 / 9 

CEO duality (Y/N) 7 / 17 6 / 18 5 / 18 

Avg. # Board meetings 12,8 9,8 9,3 

    Audit committee (Y/N) 24 / 0 24 / 0 23 / 0 

Turnover 39,4% 42,3% 

 Compensation committee (Y/N) 24 / 0 24 / 0 23 / 0 

Turnover 42,3% 49,1% 

 Risk committee (Y/N) 24 / 0 13 / 11 11 / 12 

Turnover
1
 38,4% 47,3% 

 1 The average is based only upon banks where a risk committee was present in the previous time period 

 

Representing the traditional principals of the firm, the board of directors plays an important role in the 

governance of any corporation. Its size, independence and composition is important, as well as its 

division into and representation on sub-committees.  

In terms of board size, we do not observe any radical changes within the sample of banks. However, 

the average size fell only slightly to14,8 in 2011 compared to 16,0 and 16,3 respectively in 2003 and 

2007. Similarly, the median in 2011 was 13, down from 17 in 2003 and 16 in 2007. Compared to 

2003, the variance of board sizes fell from 15,9 to around 10,7 in 2007 and 2003. This is reflected in 

the fact that the largest board size has fallen from 22 in 2003 and 23 in 23 in 2007, to 21 in 2011 while 

the smallest board was larger in 2011 than in 2009: 10 compared to 9. In terms of individual company 

developments, we note that 10 banks increased their board sizes between 2003 and 2007 (6 unchanged 

and 7 reduced) while only three boards were larger in 2011 than in 2007. The data shows that a 

majority of the banks – 15 out of 24 – reduced their board sizes between 2007 and 2011 (6 

unchanged). Comparing across geographies, the average UK bank size fell the most over the financial 

crisis (from 16,8 to 13,5), and US banks had the smallest boards at each of the year-ends.  

In terms of turnover (defined as the number of directors being new to the board, divided by the 

number of directors in the previous time period), the average figure increased from 42,8% between 

2003 and 2007 to 52,1% in the four years leading up to 2011. It is interesting to note, however, that the 

top-five banks in terms of director turnover between 2007 and 2011 (Dexia, UBS, ING, Lloyds and 
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RBS) were all severely impacted by the crisis and needed to take material action to secure its status as 

a going concern.  

The degree of director independence on boards has remained steady between 2003 and 2011, 

increasing only slightly from 67,6% in 2003 to 74,4% in 2011. Interestingly, however, the banks who 

had the least independent boards converged towards the average, and the observation increased from 

15% and 19% in 2003 and 2007 to 29% in 2011 (Crédit Agricole in all instances). The fraction is 

fairly stable for most of the banks, and we note that the two banks that had full director independence 

on their boards in in each of the time periods (UBS and ING). 

We measure board diversity among directors by the number of nationalities represented on a board. 

Although there has been no strong positive trend over time, we note a slight increase in the average 

number of nationalities represented on a board in 2011 compared to 2003 and 2007. Interestingly, 

however, the average continental European or UK bank had four nationalities represented on a board 

of directors in 2011, compared to 2 for US banks. This can be noted also in 2003 and 2007, with US 

bank boards being dominated by domestic directors. However this difference could be driven by the 

size of US relative European countries, where a state in many occasions equals the size of a European 

country. Although it works against diversity per se, banking experience on the board of directors is 

interesting to consider given the complexities involved in managing a financial institution. As outlined 

in section 3.2.2 Board composition and committees, a better understanding among board 

representatives of the bank operations may make it easier for the board to notice and correct 

opportunistic behaviour and foster better risk management. Overall, we note a tendency to appoint a 

larger share of the board of directors with experience from the banking sector (48,1% in 2011, 

compared to 37,2% and 39,9% in 2003 and 2007, respectively). This trend is strongest in the US 

where only 18,7% had previously worked within banking in 2003, compared to 33,3% in 2011
20

. The 

gradual increase can be observed across geographies but the rate of change picked up between 2007 

and 2011.  

A representative with previous experience as a civil servant or with political affiliation can benefit 

both the bank and the indirect stakeholders by bridging the gap between the private and the public 

sphere. The results we get when mapping public representation through a dummy variable shows no 

significant change over time. European banks are somewhat more likely to have a government 

representative on the board compared to their US counterparties, but they also have larger boards and 

therefore naturally have room for more diversity, all else equal.  

                                                           
20 Excluding Bank of New York Mellon, trend was even stronger, with share of directors having previous banking experience 

increasing to 35,9% in 2011. 
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Given the high variability in the number of board meetings per year when considered on a year-by-

year basis, it is difficult to ascertain with statistical significance that a trend change has indeed 

occurred. Yet, the average number of board meetings in 2011 (12,8) is considerably above the 

corresponding figure in 2007 (9,8) and 2003 (9,3).  

When we look at the sample bank board committees, we observe indications that a change in focus 

may have taken place during the crisis. At each of the three year ends, all of the banks we followed 

had audit committees and compensation committees. The average size has remained fairly stable 

between 4,5 and 5,0 members and the same pattern is observed across geographies. However, our 

findings are different when it comes to board risk committees. In 2003 and 2007 around half of the 

banks listed a board committee in their annual reports which was responsible for overseeing risks 

assumed by the company. In 2011, the same number was 24 out of 24. The average committee size 

among the banks that had a risk committee was stable around 5 in each of the years. The prevalence of 

risk boards preceding 2011 was similar in America and in Europe. 

5.3 Executive compensation 

Table 7: Executive compensation 
2011 2007 2003 

Total CEO compensation ( + / Unch. / - ) 8 / 0 / 16 20 / 0 / 3 

 Base salary ( + / Unch. / - ) 13 / 2 / 9 13 / 5 / 5 

 Cash bonus ( + / Unch. / - ) 3 / 2 / 19 16 / 2 / 5 

 Option and stock awards ( + / Unch. / - ) 12 / 1 / 11 15 / 5 / 3 

     Base salary as share of total 32,6% 23,5% 31,9% 

Cash bonus as share of total 12,5% 37,2% 35,1% 

Stock and options as share of total 44,7% 29,9% 29,0% 

Deferred as share of total 49,4% 31,1% 25,1% 

    Clawback provisions (Y/N) 17 / 7 0 / 24 0 / 23 

 

Executive compensation is not only subject to close public scrutiny; it is often well disclosed within 

the financial sector and the types of incentives used are relatively homogenous across the industry. 

Therefore, we have been able to gather a rich set of data, and the comparability is not compromised 

despite a high level of detail. The dataset shows interesting tendencies over time and to avoid issues 

related to fixed effects, we have chosen to base the entire discussion on relative increases and 

composition rather than absolute levels. Thereby, we avoid the issue of currency conversion and 

national differences. In essence, we assume the level as a given and focus on how the compensation is 

composed and how the amount of compensation in each individual institution has developed over 

time
21

. 

                                                           
21 None of the banks changed reporting currency between 2003 and 2011. 
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First, we note that most bank executives (20 out of 23) saw their total compensation increase between 

2003 and 2007, but that a large share received less after the outburst of the financial crisis (16 out of 

24 saw their total compensation fall between 2007 and 2011). Interestingly, this clear tendency is not 

reflected in the base salary (13 out of 23 increasing between 2003 and 2007 compared to 13 out of 24 

between 2007 and 2011) which arguably is unrelated to the executive’s achievements and the firm 

performance. As a consequence, the composition of executive pay packages appears to have changed 

in a meaningful way between 2003 and 2011. 

 

Beginning with cash compensation, we have distinguished two key components: base compensation 

and cash bonus. The common trait for these two is that both are receivable in cash. The former is fixed 

while the latter is directly tied to how the bank has performed. Looking at average figures, we note 

that the fixed base salary as a share of the total compensation package fell from 31,9% in 2003 to 

23,5% in 2007 but that it increased again in 2011 to 32,6%. The cash bonus, on the other hand, was 

similar in 2003 and 2007 at 35,1% and 37,2%, respectively, but fell sharply in 2011 to 12,5%. 

Interestingly, the cash bonus did not make up more than 36,0% in any of the sample banks in 2011 (to 

be compared with maximum values of 68,9% and 84,8% respectively in 2007 and 2003). This is 

particularly interesting in the light of peer benchmarking. Since we are considering all systemically 

important banks, we should encompass the full peer group that compensation committees benchmark 

against when setting the performance based compensation. Therefore, it is unlikely that the lower cash 

bonus (as a share of total compensation) is a coincidental result of sub-par performance on a relative 

basis. 
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The negative change in cash compensation coincides with an increase in equity based compensation. 

In 2003 and 2007 the fair value of share and option grants made up around 30% of the total 

compensation package. However, the number increased to 44,7% in 2011, which ties up well with that 

we observe in the median figure (increasing from 23,3% in 2003 to 30,0% and 50,1% in 2007 and 

2011). This shift should not be interpreted as a parallel shift among all sample banks towards a more 

heavily equity-related compensation structure. Rather, it seems that banks are moderating their 

compensation structure and converging towards a common practice composition. When we consider 

the development of max and min values of equity compensation as a share of the total pay package, 

along with first and third quartiles, the most apparent tendency is a narrower range within the most 

extreme positive and negative values. The first quartile observation jumped from 5,8% in 2003 and 

1,8% in 2007 to 24,8% in 2011, which reflects a more widespread and significant use of equity related 

incentive instruments. The third quartile observation was also similar in 2003 and 2007 at 46,9% and 

45,2%, respectively, but increased to 68,6% in 2011 (see Chart 2 above). In summary, the first second 

and third quartile share of compensation granted in equity and equity instruments seem to have 

increased after the financial crisis after having remained steady between 2003 and 2007. The 

maximum observation, however, gradually fell over time and the trend did not change direction after 

the financial crisis. We therefore see indicative results of the moderation, reflected in lower variability 

within the sample, occurring at the same time that more banks bolster their focus on equity incentives. 

While equity compensation typically is granted to align managerial interests with those of the 

shareholders
22

, additional powers can be given the board to retrospectively adjust the compensation for 

unnoticed wrongdoings. We have considered two mechanisms which this is done through: (1) deferred 

compensation which is contingent upon future performance of the firm, and (2) clawback provisions 

                                                           
22 Assuming share price reflects future growth and earnings potential, is equity compensation is forward looking and reflects 

how well the company is positioned to remain competitive.  
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agreed on in connection with initial compensation grants. It is worth highlighting that the basic 

rationale behind both is similar: to tie compensation to factors that cannot be evaluated at the point in 

time of the grant. 

The information on deferred compensation is incomplete as we lack observations for Société Générale 

and Unicredit in 2003 and 2007. However, considering the remaining dataset, we observe an uptick in 

the average deferred compensation as a share of the total compensation package. The average in 2003 

and 2007 was 25,1% and 31,1%, respectively, and the 2011 figure is just below 50% (49,4%). The 

tendency is even stronger if we consider median figures, where the observations for 2003 and 2007 

were 21,1% and 27,5% while the 2011 median is above 50% (51,3%). If we use the same panel in 

each of the years and disregard the observations we gathered for Société Générale and Unicredit also 

in 2011, the average share paid in deferred compensation is 51,2% and the median observation is 

56,9%.  

Considering clawback provisions, we observe a complete absence within the sample group 

compensation agreements in both 2003 and 2007. However, in 2011, 17 out of the 24 banks (71%) 

commented in their annual reports of SEC filings that part of the executive compensation package was 

subject to adherence to certain conduct and could be clawed back in cases where violation had taken 

place. 

In brief, whether retroactive or deferred, our results give an indication that the long term focus has 

become more central in determining executive compensation. The variable cash compensation 

component is downplayed in favour of a stronger equity beta of the total compensation mix. Also, 

shareholder democracy has been extended to directly encompass executive compensation as a larger 

share of banks make the compensation committee suggestion conditional to shareholder approval via 

say-on-pay provisions. However, one issue with our results throughout the compensation data section 

is the high variability among the banks. While many factors have converged (reflected in a narrower 

max-min range), the spread remains significant.  

5.4 Ownership structure 

Table 8: Ownership structure 
2011 2007 2003 

Avg. # Blockholders 2,0 1,1 0,7 

Avg. Share held by blockholders 23,3% 12,3% 6,9% 

    Avg. Share held by insiders <1% <1% <1% 

    Significant government stake (>5%) 7 1 1 

Significant government stake (>15%) 4 1 1 

Significant government stake (>25%) 2 0 0 
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The ownership structure lays the foundation for determining the ability of investors to take concerted 

action to discipline a bank’s management team. It is one of the governance mechanisms that cannot be 

directly determined by the board of directors or the top executive team, and it in many instances, it is 

strictly external.  

Defining a blockholder as a shareholder with 5% or more in direct or beneficial shareholdings in a 

company, we have mapped the number of blockholders and shares held in each of the three years. In 

both instances, we note a gradual increase between 2003 and 2011. On average, our sample had less 

than one large shareholder (0,7) in 2003, increasing to 1,1 in 2007 and more steeply to 2,0 in 2011. 

The median increased from zero to one in 2007 and to two in 2011. The most dramatic increase was 

noted in Dexia where the number of blockholders increased from zero in 2003 to seven in 2011. 

Excluding them from the sample group, the average in 2011 is 1,8 rather than 2,0. 

Similar tendencies are reflected in the share of total capital controlled by blockholders. The average 

increased from 6,9% in 2003 and 12,3% in 2007 to 23,3% in 2011 and the median went from 0,0% to 

8,2% in 2007 and 15,8% in 2011. Once again, Dexia is the extreme case with 82,2% of the equity 

controlled by blockholders in 2011 (0,0% in 2003 and 52,6% in 2007), but significant increases are 

noted in many cases. For example, neither Banco Santander nor Barclays, HSBC or Lloyds had and 

large shareholders prior to 2007. After the financial crisis, at least 12,0% of the equity was controlled 

by blockholders in each of the cases and for Lloyds, the number rose from zero to above 40%. The 

fourth UK bank in the sample, Royal Bank of Scotland, saw similar change: after having only one 

large shareholder in 2003 and 2007
23

, controlling approximately 5% at both year-ends, the 

corresponding number increased to 66,9% in 2011 when the UK Treasury stepped in and saved the 

bank from imminent bankruptcy. 

One type of shareholder – the government – is of particular interest from a stakeholder perspective. 

Our mapping of government holdings in systemically important banks shows an interesting turn before 

and after the financial crisis. The only meaningful government involvement in 2003 and 2007 was 

recorded for Nordea where the Kingdom of Sweden held 19,0% and 29,1%, respectively at the two 

year-ends
24

. In 2011, however, the situation was radically different. While most banks still did not 

disclose any government shareholdings, Dexia, Commerzbank, BNP Paribas, Unicredit, Lloyds and 

Royal Bank of Scotland saw the government stepping in to take significant equity stakes during the 

financial crisis. The two UK banks provide the most extreme cases with 66,9% and 40,3% respectively 

for RBS and Lloyds. 

                                                           
23 Santander in 2003 and Legal & General in 2007. 

24 A minor stake of 0,6% in Credit Suisse was held by the Suisse government in 2007. 
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The disclosed shareholdings among directors show that insiders rarely hold a significant stake in large 

financial institutions. The average share of common equity held by insiders was below 1% in each of 

the years, and the trend is negative if anything, declining from 1,0% in 2003 to 0,8% in 2007 and 0,6% 

in 2011. Most banks do not have insiders who, as an aggregate group, hold more than 1% and the one 

large exception from the general pattern is Société Générale where insiders controlled 8,5% in 2003 

and 7,2% in 2007 and 2011
25

. If we exclude them from the sample, the averages for the three year ends 

fall to 0,7%, 0,5% and 0,3%, respectively. 

  

                                                           
25 The shares are held by employees and former employees via an employee share ownership program (Société Générale 

2011, p 25). 
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6. Analytical Framework 

In order to understand how the financial crisis affected the corporate governance environment banks 

operate in, we augment our agency theoretic perspective by introducing new institutional theory and 

stakeholder theory to construct a coherent analytical framework. In particular, we complement our 

results of changes in governance structure with a mapping of the key changes in banks’ environment, 

i.e. institutions and stakeholders, during and following the crisis. Bringing the theories together, we 

analyse how environmental change has affected corporate governance practices. The usefulness of the 

analytical framework will become apparent in our discussion section: the additional structure 

developed above facilitates a systematic account and review of the developments that have taken 

place, and it illustrates the important link between institutional changes and corporate governance 

practices which we investigate in this paper. 

The aim of this section is to identify and to categorize new institutional structures and events related to 

various stakeholder groups which have brought pressures on banks during and following the financial 

crisis, and to incorporate them into a coherent theoretical framework that we use in our section 7. 

Discussion. Hence, the emphasis is not on institutional arrangements which remained fairly stable 

during and following the crisis. Instead, we aim to highlight emergent pressures which arise from 

changes in the institutional environment in the wake of the financial crisis, enforced by new and 

existing stakeholders. We use the three pillars of institutions developed by Scott (2001) to categorize 

environmental changes and apply the stakeholder typology distinctions developed by Mitchell, Agle 

and Wood (1997) when we discuss pressures that have changed or arisen during the financial crisis. 

Often, the institutional developments are strongly interrelated, and the classification therefore reflects 

our understanding of the situation rather than an absolute truth. The issue of interrelatedness will be 

commented upon in the discussion section where we try to disentangle the institutional pressures and 

to relate governance change to the institutional environment. 

Importantly, this section will not discuss actual changes to corporate governance among banks that 

have resulted from stakeholders and institutions when outlining the environmental change. Rather, 

these results are presented in section 5. Results and elaborated upon in case studies throughout section 

7. Discussion. In other words, this section serves only to provide a structure and an overview to 

changes in the institutional environment which will be later used in our discussion. Further, catering to 

the aim of the paper, the sections below are centred on developments which we find to be relevant for 

the banking sector in particular, and we maintain an emphasis on the environments surrounding our 

observation group (presented in section 4. Data section and 10.2 Appendix 2). Yet, the mapping is not 

meant to provide a comprehensive account of the developments that occurred during and following the 

financial crisis. Rather, it constitutes a starting point for the forthcoming discussion where we zoom in 

on several key developments which carry particular importance for the results variables we observe in 

corporate governance practices. 
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In the sections below, we present the most important occurrences representing changes to institutional 

pillars following the financial crisis, identified one by one. Before concluding the section, we also 

present an alternative institutional interpretation of dynamics underlying change, namely isomorphism. 

From our summary mapping of institutional developments, a connection can be drawn to the 

predictors of institutional change outlined in section 2.3 New Institutional Theory.  

 6.1 Application of Analytical Framework 

From our analysis of institutional change, we note that the financial crisis has changed the 

classification of a number of stakeholders. Primarily, several stakeholder groups have gained stronger 

urgency in their ability to influence the sample banks. In addition, the financial crisis also changed all 

three institutional pillars with resulting pressures on banks to comply. For example, an increased focus 

on risk management and compensation is reflected in stakeholder agendas and also coherent with 

changes in institutional pillars. The strength of the banks, from a negotiation perspective, has also been 

weakened over the course of the crisis. As such, a waning financial and reputational position has made 

banks more susceptible to stakeholder pressures, coherent with a reversal of what Riaz (2009) 

described as reverse legitimacy among banks running up to the crisis. Table 9 outlines key changes to 

the three institutional pillars, how this has resulted in a pressure to comply following the financial 

crisis. We also present our interpretation of how these changes are connected, and categorise the 

occurrences according to the respective stakeholder group. Further, our approach of treating each pillar 

separately is coherent with the method used by Javernick-Will & Scott (2010) who, while recognizing 

the complexity, variation and interrelatedness of the three pillars, also attempt to identify what appears 

to the dominant pillar in practice to enable a more structured analysis.  
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Table 9 

   

Institutional 

Pillar 

Occurrences representing 

changes to institutional 

pillars following the 

financial crisis 

Pressure to comply with 

changed institutional pillars 

Primary 

stakeholder class 

exerting pressure 

R
eg

u
la

ti
v

e 

New wave of regulation 

following the financial 

crisis (1) 

Improved risk management, 

compensation and increased 

disclosure 

Definitive 

New institutions surveying 

and overseeing banks (2) 
Improved risk management Definitive 

N
o

rm
at

iv
e 

Government favouring 

certain "best-practice" 

banks (3) 

Improved risk management Dominant 

Credit rating agencies 

changed view on risk in 

banking sector (4) 

Improved risk management Discretionary 

Research institute and 

similar organizations 

publicizing reconsidered 

best-practice corporate 

governance codes (5) 

Improved risk management and 

compensation 
Discretionary 

C
u
lt

u
ra

l-
C

o
g
n
it

iv
e Protests and demonstrations 

towards banking sector (6) 

Lower compensation, reduced 

bank profits and increased 

consumer protection 

Dangerous 

Increased scrutiny and 

negative public opinion (7) 

Improved risk management and 

compensation 
Dependent 

Changed cultural 

acceptance of risk (8) 
Improved risk management Dormant/Dominant 

  

 6.1.1 Regulative pillar  

The first key occurrence or tendency observed following the crisis, a new wave of regulation to ensure 

sustainability of bank operations and limiting excessive risk-taking, concerns one of the most apparent 

pressures that have been exerted on banks following changes in the regulative pillar. It is targeted both 

at banks’ corporate governance model and at the more general business model in the sector. Two of 

the most high-profile pieces of regulation and policy are the (1) Dodd-Frank Wall Street Reform and 

Consumer Protection Act (Dodd-Frank) and (2) The Third Basel Accord (Basel III) (Dodd–Frank 

Wall Street Reform and the Consumer Protection Act 2010, Basel Committee on Banking Supervision 

2010).  

Dodd-Frank was passed into federal law on 21 July 2010 and applies to financial institutions in the 

United States and overseas subsidiaries of US based financial institutions. One of the key features of 

the regulation is the creation of a Financial Stability Oversight Council with the following goals: (1) 
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centralization of the oversight and regulation of financial institutions; (2) increased disclosure and 

reporting requirements for complex products such as derivatives, swaps and other structured products; 

(3) increased regulation with regards to the credit rating agencies; (4) prohibition on proprietary 

trading to banks in order to reduce risk through the Volcker rule; (5) a mandatory advisory vote on 

executive compensation (say-on-pay); (6) clawback provision requirements, (7) increased 

compensation disclosure, (8) enhanced independence requirements for compensation committees, and 

finally (9) tougher requirements on capitalization, leverage and liquidity (Dodd–Frank Wall Street 

Reform and the Consumer Protection Act 2010).  

The Basel III voluntary regulatory standard is an addition to former Basel I and II standards targeted to 

strengthen the capital and liquidity requirements on banks agreed on by the Basel Committee on 

Banking Supervision in 2010-11. Compliance with the requirement will be required in sequences 

during 2013-19 by banks in the 27 member states, including most of the world’s most important 

banks, but adoption is also expected to take place beyond member states. The aim of the regulation is 

to increase the ability of the global and national banking sectors to handle situations of extreme 

economic and financial stress and to improve risk management, governance and disclosure (Basel 

Committee on Banking Supervision 2010). Compared to the Dodd-Frank, Basel III is more focused on 

capitalisation of financial institutions, and it downplays the importance of disclosure.  

Beyond Dodd-Frank and Basel III, a manifold of national and international regulations has been 

introduced with similar emphasis on risk management, governance and disclosure. Examples include 

Common Reporting Framework (COREP)
26

 by the European Banking Authority, the Trouble Asset 

Relief Program (TARP) conducted by the United States government, The Guidelines on Remuneration 

Policies and Practices
27

 presented by Committee of European Banking Supervisors (CEBS) and the 

circular named Minimum Standards for Remuneration Schemes of Financial Institutions
28

 by Swiss 

Financial Market Authority (Webel 2012, European Parliament and the Council of the European 

Union 2010/76/EU 2010, European Parliament and the Council of the European Union 2010, FINMA 

2009).  

To sum up, the new wave of regulation is categorized as a pressure exerted on banks driven by 

changes to of the institutional pillar with regards to improved risk management, compensation and 

increased disclosure. It belongs under of the regulative pillar due to its explicit regulative effect on 

organizational behaviour through the capacity to establish rules, inspection of adherence to these rules, 

and, if necessary, to threaten with execution of sanctions. The primary stakeholders exerting the 

                                                           
26 Common reporting framework by EBA on credit risk, market risk, operational risk, funding and capital ratios, applied by 

approximately 30 European countries 

27 Guidelines presented by The Committee of European Banking Supervisors (CEBS) and agreed upon by the European 

institution intended to intended to support in remedying malfunctioning remuneration policies 

28 Swiss standard for financial institutions regard constructing, implementing and disclosing remuneration policies 
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pressure (i.e. government and intergovernmental organizations) are categorized as dominant 

stakeholders gaining the attribute of urgency through the financial crisis, hence moving from dominant 

to becoming definitive stakeholders.  

The second key occurrence or tendency observed within the regulative pillar following the crisis is the 

creation of new supervisory institutions who oversee the banking sector. This is partially connected to 

the new wave of regulation but with a more centred focus on improved risk management. Examples of 

such institutions are the Financial Stability Oversight Council in the US and the European Securities 

and Market Authority whose missions are to increase the stability in the financial system and to 

exercise closer oversight of banking operations, reflecting changes within the regulative pillar towards 

risk. More specifically, the primary target of the closer scrutiny is to enhance risk management 

practices within banks (Dodd–Frank Wall Street Reform and the Consumer Protection Act 2010, 

European Parliament and the Council of the European Union Regulation 1093/2010 2010). These new 

institutions should be seen as an extension to the new regulatory framework and are therefore 

categorised into the same bracket in our framework; regulative pillar and dominant stakeholder which 

have become definite by gaining the attribute of urgency as a result of the financial crisis.  

6.1.2 Normative pillar 

Within the normative pillar, the first key occurrence is governments’ preferential treatment of certain 

"best-practice" banks following the crisis, driven by a change in the normative pillar towards improved 

risk management. Besides conventional regulation, authorities have granted best-practice banks, based 

on their risk management, favourable regulatory treatment. Accordingly, preferential treatment of 

“best-practice” banks put a pressure on other banks to comply with normative changes, motivating 

them to mimic best practice banks that have been perceived as less risky and more prudent. One such 

example took place in the US where regulators offered a somewhat preferential treatment of JP 

Morgan Chase during and following the financial crisis (Silver-Greenberg & Protess 2013). The 

preferential treatment includes facilitating action from the Federal Reserve and the US Treasury in 

connection with JP Morgan’s acquisitions of Washington Mutual and Bear Stearns. Similarly, Wells 

Fargo received aid from the authorities in acquiring Wachovia, and Bank of America was supported 

taking over Merrill Lynch. The government engaged in these acquisitions both as an active party in the 

negotiations and as a direct financier. In particular, it actively convinced takeover target banks to agree 

to the acquisitions and it granted acquiring banks preferential loan terms in what is known as the 

discount window. Additional government involvement occurred under the TARP program where some 

say that the US government overreached its role and picked winners and losers through excessive and 

discriminatory intervention (Ivry, Keoun & Kuntz 2011).  

In this role, the government acts within the normative pillar, favouring “best-practice” bank and 

defining the objective of the bank and appropriate codes of conduct to achieve these objectives. In this 

case, changes in the normative pillar exert pressure on the bank through an increased importance of 
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achieving profit through responsible risk taking, and of achieving these objectives by improving risk 

management. Compared to the government’s role in the regulative pillar, the government is defined as 

a dominant stakeholder within the normative category, the difference being a lesser urgency for 

changes needed within the banks. Hence, the government possesses only the attributes of power and 

legitimacy to change banks through the normative pillar. 

The second key occurrence identified within the normative pillar is the changed view of credit rating 

agencies’ on risk in the banking sector, which translates into a pressure to improve risk management. 

The pressure is associated with broad credit rating downgrades from the three major credit rating 

agencies (Standard & Poor’s, Moody’s and Fitch) (Braithwaite, Bullock & Alloway 2011, Mundy 

2011, Megan & Pickard 2011 Daneshkhu & Alloway 2011, Braithwaite, Bullock & Alloway 2011). 

The downgrades are driven by a more challenging business climate, but also by a change in the norms 

and practices of conduct of the credit rating agencies. These changes reflect societal demands against 

these banks and lead to a new approach among rating agencies to assess the business risks faced by 

banks following the financial crisis. Accordingly, knowing the importance of credit ratings as a risk 

proxy in capital markets and taking into account the environmental change, rating agencies expect 

banks to improve risk governance and management. The rating downgrades per se have had a direct 

detrimental effect on the profitability of banks as they result in higher costs of capital for banks 

(Braithwaite, Bullock & Alloway 2011).  

The pressure resulting from revised practices in credit agencies coincide with the theoretical definition 

of the normative pillar. Further, these changes to the normative pillars affect the objectives of the bank 

by highlighting the importance of managing the risk assumed in generating profits. The credit ratings 

agencies are identified within our framework as discretionary, earning legitimacy through their 

perception in society while lacking direct power and urgency to change the organisation
29

.  

The last occurrence representing changes to the normative pillars following the financial crisis is 

changes in the content of best practice corporate governance codes published by research institutes and 

other non-governmental organizations. The revised codes, reflected in the institutional pillar, have put 

banks under pressure to comply with recommendations to improve their risk management. Examples 

of organizations who share a view that banks need to improve governance practices with regards to 

risk and executive compensation, and also government oversight, include the European Commission, 

OECD and the Bank for International Settlements (Kirkpatrick 2009, Basel Committee on Banking 

Supervision 2010, European Commission 2010a). Similar to the occurrences within the normative 

pillar identified above, the pressure from best-practice corporate governance codes outline appropriate 

conduct through improved risk management. The pressure consequently also alters firms’ objectives 

                                                           
29 While we acknowledge the impact of rating revisions on the cost of capital, this influence is indirect as it ultimately 

depends on the investor’s required return. Credit rating agencies have maintained this attribute since before the crisis, hence 

remaining in the same stakeholder category. 
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by bringing forward the importance of managing risk and acting responsibly while earning profits. As 

for credit agencies, the stakeholder class is identified as discretionary pre- and post-crisis, possessing 

only the attribute of legitimacy but no power or urgency attribute over the banks through their 

publications.  

6.1.3 Cultural-cognitive pillar 

The sixth key occurrence identified, and first within the cultural cognitive pillar, concerns public 

protests and demonstrations. Such public action represents changes within the cultural-cognitive pillar 

with the aim to lower compensation, reduced profits and increased consumer protection in the banking 

sector. One of the most prominent examples is the Occupy Wall Street movement which started in the 

second half of 2011 in New York and later spread across the US and beyond, most notably to the City 

of London (Kuchler & Jones 2012). The movement includes also a set of demands which were not 

directly connected to the banking sector, including reduced inequality and increased employment. 

However, the name and the locations chosen for organizing the protests highlight the banking sector 

focus. Although the coherence between the protests is incomplete, some of the dominant tendencies in 

their agendas are to lower compensation for bankers, reducing bank profits, increasing customer 

protection on credit cards and mortgages, and to limit the influence of banks in politics (Lowenstein 

2011).  

The motivation of these protests and demonstration stems from a formation of shared conceptions and 

beliefs about social reality; in this case focused on the operations of the banking sector, which explains 

why we categorise the occurrence under the cultural-cognitive pillar. The stakeholder class is defined 

as dangerous, having gained the power attribute relative financial institutions as a result of the crisis 

and its public attention. Further, the protesters also gained the urgency attribute due to the effects of 

the financial crisis. 

The second occurrence observed which stems from changes in the cultural cognitive pillar is an 

increased scrutiny and negative public opinion towards the banking sector. The pressure to comply 

with the changes in the cultural-cognitive pillars has been directed towards improved risk management 

and compensation. The negative public sentiment towards banks has been expressed in public 

scrutiny, coining of negative phrases such as “banker-bashing” and more negative press coverage. 

Some of the key features of the public criticism are targeted at excessive risk taking and high 

compensation levels in the banking sector (Ewing 2013, Miller 2011, Plender 2011). As a direct effect, 

the public confidence in banks plummeted in the years following the financial crisis (Owens 2011). 

The resulting pressure which then stems teaming from culturally embedded shared beliefs about social 

reality with the public as a stakeholder is categorized as dependent as the actors possess only the 

attributes of legitimacy and urgency. The attribute of urgency is identified as a direct consequence of 

the financial crisis which induced a shift of the stakeholder class from discretionary to dependent. 
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The last change in the cultural-cognitive pillar is a reversal of the cultural acceptance of debt, high 

mortgages, and a disregard for savings, and for an overly aggressive, investment-oriented culture (Riaz 

2009). The change in attitude has affected not only the behaviour of banks’ customers and as a result 

also the operations, but it has also put pressure on banks to comply with a changed stance towards 

governance, primarily with regards to risk. Reduced cultural-cognitive acceptance of risk and leverage 

has put pressure on banks to reduce risk and improve risk management. These pressures have 

originated not only from stock market valuations of risk but also from a broader stakeholder group 

through public expectations and scrutiny. The pressure is inherently driven by changes in the cultural-

cognitive pillar through its foundation on shared beliefs which determine how society and 

organizations are understood. The stakeholders who exert the pressure on banks to comply possess 

power and potentially also legitimacy, motivated by its foundation in a changed conception of risk 

with the general public. However, the pressure to comply is not urgent and the shareholder class is 

therefore neither dormant nor dominant. Further, the stakeholder class is identified as having remained 

the same both before and after the crisis. 

6.2 Predictors of Isomorphism  

Besides the directional pressures exerted by different stakeholder groups and where a clear target is 

defined, new institutional theory also predicts isomorphism among peer organizations given certain 

preconditions. We assess the likelihood of such convergence taking place by applying the framework 

developed above to the institutional change we observe (see section 6.1 Application of Analytical 

Framework and 1.1 Financial crisis – Chain of Events). The predictors and their respective change 

during the crisis are presented in Table 10 below: 
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Table 10 

  Predictor Change Level 

1 Increased dependence of an organization on another organization, the more 

similar it will become to that organization in structure, climate and behavioural 

focus 

0 

O
rg

an
izatio

n
al 

2 Increased centralization of organization A's resource supply, the greater the 

will to resemble the organizations on which it depends for resources 
0 

3 Greater uncertainty between means and ends for an organization increases the 

extent to which it will model itself after organizations perceived as successful 
+ 

4 The more ambiguous the goals, the greater the extent to which the 

organization will model itself after organizations perceived as successful 
+ 

5 Greater dependency within an organizational field upon a single (or several 

similar) source of support for vital resources increases the level of 

isomorphism 

+ 

F
ield

 

6 Greater interaction with the state within and organizational field increases the 

extent of isomorphism in the field as a whole  
+ 

7 Reduced number of visible alternative organizational models in a field 

increases the rate of isomorphism 
+ 

8 Greater uncertainty with regards to technologies or goals within afield 

increases rate of isomorphic change 
0 

9 Greater professionalization in a field increases institutional isomorphic change 0 

10 Greater structuration of a field increases degree of isomorphic change + 

Adapted from: DiMaggio & Powell 1987 

   

We observe that the financial crisis has affected most of the predictors in a way that implies an 

increase in isomorphism. Thereby, we more commonality in governance practices in 2011 than in 

2003 and 2007. A further explanation is provided in the sections below. 

6.2.1 Organisational level predictors 

Starting with the organizational level predictors, we do not see any increases for predictor 1 and 2 

following the crisis. While the increased government involvement and bailouts have increase banks’ 

dependence upon the government for its supply of capital, an important distinction must be made. 

Isomorphism on an organizational level occurs within a sector or a supply chain, and while the 

increased dependence may have made banks more subjective to follow government recommendations 

and regulation, this should not be considered as a case for isomorphism. 

With regard to predictors 3 and 4, we note how the financial sector has been through a period of 

turmoil with business models being redefined and several bankruptcies or forced takeovers occurring 

to former tier-one banks. The significant change that occurred both in the competitive field and on an 

institutional level has placed banks in a novel and unexplored position. In the DiMaggio & Powell 

(1987) framework, the resulting uncertainty and ambiguity will have increased the pressure on banks 
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to mimic their peers and in particular to follow those perceived as being successful, i.e. the best-

practice banks.  

6.2.2 Field level predictors 

Moving over to the field level, predictors 5 and 6 have increased following the financial crisis. Here, 

we consider external relations and banks’ dependence upon external resource providers and the 

increased state involvement which on a field level are expected to drive isomorphism.  

We further argue that predictor 7 has increased as well following the financial crisis. The 

homogenization of organizational forms available to banks following has been limited and specialised 

investment banks changing to become bank holding companies (Riaz 2009). Further, the increased 

compliance requirements put forth by Basel III and in the Dodd-Frank act have left banks with less 

discretion in designing their organizations and capital structures. 

Predictor number 8 relates to technological change. While the broad industry has undergone 

significant change over the past decade, including electronic trading and algorithm-based automation, 

much of the change occurred before the financial crisis. As such, predictor 8 does not apply for our 

purposes. 

Similarly, as no significant change has occurred in the degree of professionalization within the 

banking sector, we do not see any important change in predictor 9 following the financial crisis.  

The last predictor, number 10, states that isomorphism is expected to increase the greater the extent of 

structuration. Based on our analysis, there has been a steep increase this predictor following the 

financial crisis. Not only has the government become more involved, the new regular requirements 

have also resulted in a more structured field. Finally, the crisis has, through various acquisitions and 

bankruptcies, fostered increased their interaction among the surviving banks as fewer and relatively 

larger player remains.  

In broad terms, there are indications in support of increased homogenization within the banking sector 

following the financial crisis. The developments we have seen influence both the organizational- and 

the field level environment for banks, and are likely to foster a higher rate of isomorphism in both 

instances.  
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7. Discussion  

Below, we discuss our results in the light of institutional change. We use the structure developed 

above to make sense of changes in banks’ operating environment and comment on the relevance of 

different stakeholder classes and facets of institutional change for the governance changes we detect. 

The discussion is structured according to our four general groups in the results (see 5. Results), but 

given the high degree of interdependency, several developments are touched upon in more than one 

section. Further, the diverse nature of the categories motivates different approaches in the sub-sections 

of the discussion. We conclude the section with a brief discussion of alternative institutional 

explanations based on isomorphism and reverese-legitimacy. 

7.1 Internal Agency Structures  

7.1.1 Disclosure 

Within the category of internal agency structures, three variables are directly connected with 

disclosure: reporting frequency, CSR disclosure and sustainability disclosure. Based on the theoretical 

framework of agency theory outlined in section 2.1 Agency Theory, rich disclosure reduces the 

information gap between principals and agents, thereby also mitigating agency issues. Further, it also 

serves an important role for stakeholders in surveying company dealings. Although pressure on banks 

to increase disclosure to comply with changes in the regulative pillar has been identified, no such 

change has been identified in any of the three variables connected to disclosure.  

Starting with reporting frequency, all banks have remained unchanged at quarterly and annual 

reporting throughout the observation period. Based on section 6.1 Application of Analytical 

Framework, pressure stemming from changes in the regulative pillar has been identified as the main 

institutional pressure on banks to increase disclosure. However, the pressures have not been directly 

targeted at increasing disclosure frequency but instead to increase quality of financial reporting; hence 

the results are not necessarily contradictory. The frequency of financial reporting does not necessarily 

correlate perfectly with the quality of the information. In addition, it should also be mentioned that 

reporting frequency serves an ambiguous role with regards to corporate governance practices. 

Although it may mitigate information asymmetries, it has also been widely discussed if increased 

reporting frequency may increase managerial short-termism (Gigler et al. 2012)
30

.  

As mentioned above, the prevalence of CSR disclosure and sustainability disclosure displays no 

significant change over the 2003-2011 period. Similar to reporting frequency, increased reporting on 

CSR and sustainability may alleviate information asymmetries and make it easier for stakeholders to 

survey the operations of the banks. In addition, CSR and sustainability disclosure may also reflect a 

                                                           
30 Recent examples of companies scrapping quarterly reporting to levy the pressure of short term profits to be able to focus 

on long-term growth instead include Unilever’s and Reckitt Benckiser’s (McKinsey & Company 2011, Wallop 2012). 
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heightened awareness and focus within the company on issues of the wider stakeholder society. In 

connecting the results with institutional change, we note how the regulative pressure exerted from the 

governments to improve disclosure has primarily been targeted at increased quality of financial 

reporting. Against this backdrop, the findings are coherent with pressures exerted on banks to comply 

with changes in institutional pillars. No discernible pressure has been directly targeted at increasing 

CSR and sustainability disclosure. On the contrary, it could be argued that increased disclosure with 

regards to CSR and sustainability would serve the interest of banks, potentially alleviating the negative 

public opinion and subsequently protests and demonstrations through signalling of good intent. 

Moreover, when searching through annual and quarterly reports, we noted a significant change in the 

general contents of disclosure which may be indicative of pressures to comply with the regulative 

pillars’ demands for improved disclosure. Increased disclosure was mainly identified through the 

detail of the financial reporting section, subsequently leading to a significant increase in the number of 

pages in company reports over the period. These results are not reflected in our results, but should 

instead be regarded as a potential starting point for future research.  

7.1.2 Capital Market Control 

The variables for capital market control, poison pill and dual share classes display no change over the 

period 2003-2011. From an agency theory perspective, the prevalence of poison pills and dual share 

classes may expropriate shareholders of power over the company and promote entrenchment of 

incumbent owners. Nevertheless, no pressure has been identified from shareholders to increase capital 

market control over the observation period. In the absence of direct pressure from institutions, the 

constant state of these variables is in line with what could be expected from our framework. 

Additionally, the sheer size of the banks in our sample could further explain why external takeover 

mechanisms introduced by Alchian and Demsetz (1972) and Jensen and Meckling (1976) are of less 

importance. Thereby, the importance of anti-takeover mechanisms for shareholders is reduced.  

7.1.3 Say-on-pay 

Within the group of internal agency control variables, say-on-pay is the variable where the most 

significant change can be seen. However, it should also be mentioned that the say-on-pay mechanism 

not only concerns internal agency control but also indirectly serves as a way for shareholders to 

control executive compensation, further motivating why the occurrence of say-on-pay may be driven 

by pressure from changes in several institutional pillars (see 7.3 Executive Compensation). 

The increased prevalence of say-on-pay votes after 2007 appears to be the result of pressures from 

changes in the regulative pillar, exerted through legislation, and normative pillar, exerted through 

changes in corporate governance codes. To start with, it is important to distinguish between binding 

and non-binding say-on-pay votes. The latter should be regarded as an advisory vote on executive 

compensation; however it severely affects the confidence of the board if a compensation plan does not 
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gain support from the majority of shareholders. The former, on the other hand, transfers the power of 

approval of compensation plans to shareholders. The banks with non-binding votes are all the banks 

based in US, UK, Germany, Switzerland and Spain, with the one exception of Société Générale in 

France with a non-binding vote, in other words, it comprises 17 out of 24 banks in total in 2011. The 

remaining minority of banks with binding say-on-pay votes in 2011 are domiciled in Sweden, 

Netherlands and Italy (Nordea, ING Groep and Unicredit). Further, we note that non-binding say-on-

pay votes have been praxis at UK banks throughout the period.  

The sharp increase in the number of banks with say-on-pay votes in 2011, outlined in 5.1 Internal 

agency structures, appears to be driven primarily by direct pressure from the regulative pillar exerted 

by the government through legislation and by normative pressure from national corporate governance 

codes which explicitly demand the adoption of say-on-pay votes. The binding say-on-pay votes in 

Sweden, Netherlands and Italy were all introduced following strict recommendations from national 

corporate governance codes following the crisis (Swedish Code of Corporate Governance 2010, Dutch 

Corporate Governance Code 2004, Corporate Governance Code of Italian Stock Exchange 2011). 

Non-binding votes, on the contrary, have been introduced in two countries following legislation: in US 

through Dodd–Frank Wall Street Reform and Consumer Protection Act (2010) and the Sustainable 

Economy Act (2011) in Spain.  

The remaining five banks from Germany, Switzerland and France
31

 have, in the absence of direct 

legislation or strict corporate governance code recommendations, introduced voluntary say-on-pay 

votes for shareholders. Although all non-binding votes, it should be considered as a result of increased 

pressures from institutions on the companies to improve governance through disclosure and executive 

compensation. In Germany it appears that the development was mainly driven by changes in the 

normative pillar through the Act on the Appropriateness of Management Board Remuneration
32

, or 

“VorstAG”, which introduced a voluntary non-binding say-on-pay vote for companies listed in 

Germany in 2009. Somewhat differently, in Switzerland the introduction of say-on-pay votes has been 

driven by pressures to comply with the normative pillar on best-practice governance form Ethos
33

, but 

also by a potential threat of legislating say-on-pay votes under the Rip-Off Initiative
34

, public opinion 

supporting the Rip-Off Initiative and outcry against high salaries (Allen 2009, Allen 2012). Finally, in 

France, the discussion on legislation of say-on-pay has not proceeded as fast as in other countries. No 

specific pressure from institutions to introduce non-binding say-on-pay votes has been identified on a 

                                                           
31 Deutsche Bank, Commerzbank, Credit Suisse, UBS and Société Générale 

32 The Gesetz zur Angemessenheit der Vorstandsvergütung 

33 Ethos, Swiss foundation for sustainable development representing 143 institutional investors mainly in Switzerland 

34 The initiative also known as the Minder Initiative, started by former business man turned politician Thomas Minder in 

2008. Its initial demands targeted excessive executive pay and increased shareholder rights, including a binding say on pay 

vote (Allen 2012). 
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national level during the period. The decision of Société Générale consequently appears to be pro-

active and influenced by foreign peers, a form of change in the normative pillar.  

7.1.4 Case study: Say-on-pay at UBS 

UBS introduced a voluntary non-binding say-on-pay vote on remuneration in 2009 following 

pressures from changes in the regulative, normative and cultural-cognitive pillars. In contrast to the 

majority of other banks in our observation group, UBS decided to adopt the say-on-pay mechanism 

without legislation or direct recommendation from corporate governance codes, highlighting 

overlapping institutional pressures and also in this case the dual role of say-on-pay votes covering both 

internal agency structures and executive compensation. 

Running up to the financial crisis, UBS expanded rapidly within investment banking and especially in 

fixed income. This was raised as one of the key reasons why UBS was among the first banks to report 

significant losses in the subprime market in 2007 (Werdinger 2007). The heavy losses in 2008, the 

largest of any European lender, finally lead to UBS requiring a government bailout of US$59.2 billion 

from the Swiss government to avoid threat of bankruptcy (Giles 2008). The bailout subsequently led to 

a public outcry where mainly the Swiss population expressed their opposition to significant bonuses 

being paid out merely one year after the government was forced to step in to save the bank (Bechtel 

2008). Furthermore, criticism was directed against executive compensation both from politicians and 

shareholders. Shareholder pressure culminated when the Swiss foundation Ethos assumed the role of 

watchdog over corporate governance practices and managed to push UBS as one of several other blue-

chip Swiss companies to introduce a voluntary non-binding say-on-pay vote in 2009 (Allen 2009). 

While the organization represents a relatively small number of shareholders, Ethos possesses 

significant power over organisations, including UBS, which far exceeds that of a regular shareholder. 

Hence the pressure should not only be attributed to shareholder activism, but as a hybrid between best-

practice corporate governance recommendations from an external research institution and shareholder 

activism. 

Besides the pressure exerted by the public and by Ethos, the introduction of say-on-pay votes at UBS 

was also significantly affected by pressure from politicians and the government (e.g. through the Rip-

Off Initiative, see footnote 34). Against this backdrop, the move by UBS to adopt a non-binding say-

on-pay vote could also be seen as a response to the threat of legislation, whereby UBS was actually 

preparing for a future legislation of say-on-pay votes
35

 (Allen 2012).  

The introduction of say-on-pay votes had a broader importance in that it later created an arena for 

shareholders expressing discontent with top management. This is illustrated by Ethos’ legal actions 

                                                           
35 Minder struck a deal in 2010 with a leading Swiss politic parties to withdraw the initiative if parliament approved a reform 

of the shareholder law 
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against former management due to their role during the financial crisis and a critical stance towards 

compensation reports in the years after its introduction (Ottawa 2010, Schäfer 2012) 

The inherent interdependence of institutional pressures makes it difficult to single out one pressure 

that made UBS adopt say-on-pay votes, although Ethos appear to have played a central role. The case 

does not only highlight interdependence between pressures from institutions exerted on banks but also 

between the categorisation of corporate governance variables used in our framework. In this case, say-

on-pay is considered mainly in the light of internal agency structures. Nevertheless, it is closely 

connected to executive compensation. At the same time, exercising of the pressure to introduce say-

on-pay mechanisms and the acceptance it has faced has strengthened shareholders. Thereby, a forum 

has been created where shareholders can express their opinions and influence board composition and 

committees, as in the case of UBS. Similarly, the ownership structure also plays an important role for 

the ability of shareholders like Ethos to influence the governance of the company through various 

channels including voting rights, dialogue and pressure on management and rallying other 

shareholders to its cause. In brief, the case illustrates how pressures from institutional pillars play a 

central role in changing agency related problems within companies, and in shaping the governance 

structure.  

7.2 Board Composition and Committees  

7.2.1 Board turnover, meetings and size  

Board turnover is meant to serve as a proxy for changes in board functions and general corporate 

governance activity, and also as a measure of director entrenchment. As outlined in section 5. Results, 

we note a small increase in director turnover in the period 2007-2011 relative to 2003-2007 indicating 

a potential acceleration of board- and general corporate governance activity but also potentially a 

reduction in director entrenchment. Turnover among directors may be a response to changes in the 

regulative, normative and cultural-cognitive pillars exerted by stakeholders to improve risk 

management, compensation and general corporate governance practices identified in section 6.1 

Application of Analytical Framework. No pressure from institutions has been identified as carrying 

more importance in this process compared to others.  

Increased turnover could also be driven by replacement of the directors who were found responsible 

for failures during the crisis and who lost shareholder confidence to govern the company. When we 

consider in further detail the banks which experienced the largest increase in director turnover 

following the crisis, we note that these were also severely damaged by the financial crisis, both in 

terms of financial position and in reputational terms. A common factor among the top four banks in 

terms of turnover between 2007 and 2011 is that they were all forced to accept government bailout 
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money (see section 4. Data and 10.2 Appendix 2)
36

. It appears that the ownership change induced by 

the government bailouts may have been an important driver behind the large increase in director 

turnover following the crisis.  

As for board turnover, the variable measuring the number of annual board meetings is meant to serve 

as a proxy for changes in board functions and general corporate governance. A large number of board 

meetings may signal closer governance and monitoring of the company and also pending changes to 

the general governance of the company. Our results display an increase between 2007 and 2011 in the 

average number of board meetings held (12,8 vs. 9,8), and a closer examination of the results reveals 

that only three banks held fewer board meetings in 2011 relative to 2007 (State Street, Nordea and 

HSBC). Common for these banks is that they are considered to be relative stable and that they 

managed the crisis better than the overall sector (see sections 4. Data and 10.2 Appendix 2). The same 

relationship seems to hold true at the other extreme of the range: the four banks that saw the number of 

board meetings increase the most from 2007 to 2011 (Dexia, UBS, Citi and BoA) are banks who 

managed the crisis worse than their peers. However, we have not been able to single out one specific 

pressure from changes in an institutional pillar that drove the increase in board meetings frequency, 

other than a general pressure from institutions to improve corporate governance practices following 

the crisis (see 6.1 Application of Analytical Framework). 

In terms of board size, we note a slight decrease in the period following the crisis, from an average of 

16,3 in 2007 to 14,8 in 2011. Out of 24 banks, only three had a larger board grow between 20007 and 

2011, while 15 banks saw their board size fall. However as discussed in section 3.2.2 Board 

composition and committees, board size has ambiguous consequences for the governance of a 

company. The identification of pressures is further complicated by the lack of clarity in best-practice 

corporate governance recommendations. Although no pressure from institutions on board size has 

been identified, the minor decrease in size is consistent with a number of empirical research papers 

which have found a negative relationship between board size and firm performance, (Guest 2009, 

Conyon & Peck 1998). However, a study by Adams and Mehran (2008) focused on the banking sector 

finds, contrary to the evidence from non-financial firms, that banks with larger boards do not 

underperform peers (measured by Tobin’s Q). Rather, their empirical research shows that constraints 

on board size in the financial industry may be counterproductive. This article may carry extra weight 

with regulators, especially in the US, as it was partially sanctioned and published by The Federal 

Reserve Bank of New York. Empirical research have further suggested that board size reflects trade-

                                                           
36 These four banks are Commerzbank with an increase in director turnover from 5% to 68%, UBS with increase in director 

turnover from 44% to 82%, ING Groep with an increase in director turnover from 30% to 75% and RBS which saw their 

director turnover compared to previous period increase from 59% to 88%. These results should further be contrasted with the 

maximum percentage changed in the previous period, 69%, highlighting an increase in extreme board changes following the 

crisis. 
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off between firm-specific benefits of monitoring and costs monitoring while board size also tend to 

increase as firms grow in size and diversify (Boone et al. 2007). To summarize, it does not appear that 

reduced board size has been focal following the crisis for institutions, which is also in-line with our 

results. 

7.2.2 Board member characteristics 

7.2.2.1 CEO Duality 

We do not observe any major changes in the frequency of CEOs sitting on dual seats, acting also as 

chairmen of the board over the 2003-2011time period. From the agency theory perspective CEO 

duality may hinder the ability of the board to monitor management and it may promote managerial 

entrenchment, thereby increasing agency problems, and CEO duality reduces the board’s 

independence (Farma & Jensen 1983). Still, CEO duality remains a controversial subject among 

professionals and academics. One branch of arguments in favour of CEO duality rest on the 

stewardship theory and argues that managers are good stewards by nature and that CEO duality 

consequently leads to stronger leadership and a clear sense of strategic direction (Donaldson & Davids 

1991). Based on our identification of stakeholders and institutional pressures in section 6.1 

Application of Analytical Framework, no direct changes in the regulative, normative or cultural-

cognitive pillars appear to have influenced banks during the period with regards to CEO duality.  

In light of the controversial effect that CEO duality has on corporate governance no pressure from 

changes in the normative pillar has been identified on our sample banks during the period. However, a 

further examination of our results reveals that CEO duality has remained primarily a US phenomenon 

over the period, and that only three banks either adopted (BNY Mellon and Wells Fargo) or removed 

(Bank of America) CEO duality. The two banks that introduced CEO duality shared a relatively solid 

position throughout the financial crisis, whereas Bank of America experienced deep financial and 

reputational problems (see section 4. Data and 10.2 Appendix 2). Hence, the effect of the crisis could 

potentially have altered the ability of shareholders to influence CEO duality; a more vulnerable 

financial and reputational position may have made banks more sensitive to pressures from institutions 

to remove CEO duality versus CEO’s interest to increase their influence, and vice versa. However, the 

linkage is weak and Carty & Weiss (2012) failed to detect any correlation between bank failures and 

CEO duality in the US during the financial crisis. Further, the authors found that CEO duality was 

widely accepted by regulators and that they appeared to have no agenda to limit its prevalence and 

dispersion (Carty & Weiss 2012). 

7.2.2.2 Official representative on the board 

Our mapping of whether any of the board seats in our sample banks were occupied by an official 

representative is motivated by stakeholder theory. It aims to measure the potential influence that the 

government may have on the board of directors through directors with current or past positions with 
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the government. When the government is considered from a stakeholder perspective, the principle of 

entry and exit put forward by Freeman (1984) does not apply. Therefore, the government as a 

representative for the wider society is subject to unavoidable externalities. Hence, having official 

representation on the board induces more consideration for the wider stakeholder society when making 

decisions. However, as is the case with CEO duality, no major changes can be discerned in the 

variable over the 2003-2011 period. Although no pressure from institutions has been identified directly 

demanding government representation on boards, the results are somewhat surprising. In particular, 

institutional pressures to reduce risk taking stem to a large extent from the negative externalities that 

the financial created for the economy. As these costs had to be borne by the government, it would not 

be surprising to see demands for representation attached to the rescue packages. Additionally, the 

results are surprising given that local governments in several occasions have become blockholders in 

banks following bailouts to avoid bankruptcy and collapse of the financial system (see section 7.4 

Ownership). 

7.2.2.3 Number of nationalities on the board 

We use the number of nationalities present on the board to measure the ability to represent a larger and 

more diverse stakeholder group when making key decisions. Over the period of analysis, the variable 

has increased somewhat. The effect, though, appears to be constant since 2003, which indicates that 

the effect of the financial crisis has been very limited. Again, no direct regulative or cultural-cognitive 

changes which direct a pressure to increase the number of nationalities on the board have been 

identified. However, corporate governance codes in some countries emphasise the importance of board 

diversity with regards to nationality and international experience. In particular, the corporate 

governance codes in Switzerland and Germany recommend that the board should be comprised of 

directors with international experience if it is coherent with the company’s operations (Swiss Business 

Federation 2007, Government Commission German Corporate Governance Code 2010). Although 

national corporate governance codes have remained largely unchanged over the period with regards to 

the number of nationalities on boards, the European Commission published a Green Paper in 2011 on 

its future corporate governance framework, highlighting the importance of board diversity. In this 

connection, international experience and diversity is highlighted as one of the key facets. Increased 

diversity is argued to help avoid group-thinking, increase idea generation, better discussion, greater 

monitoring and a more critical boardroom atmosphere (European Commission 2011).  

Further, it can be argued that excessive risk taking with regards to externalities could be reduced by 

increasing the number of nationalities on the board. Arguably, a more international board of directors 

would be able to take into account a larger stakeholder group in their decision making, thereby 

reducing potential negative externalities that could be created from negligence or undue risk taking. 

However, as the trend of an increase in the number of nationalities represented on the board has been 

fairly constant over the period, another potential explanation is the increased international presence of 
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our sample banks. As such, the increased number of nationalities may reflect internationalisation of 

the companies’ operations while the effect of the financial crisis in isolation has had a limited effect on 

the process.  

7.2.2.4 Director independence 

Directors’ relationship to the organization for which they serve on the board is measured through the 

variable “share of director independence”. As discussed in the theory section (see section 2.1 Agency 

Theory), board should be kept as independent as possible from management’s influence in order to 

effectively carry out its desired control function. However, it is important to further highlight the 

trade-off between positive and negative aspects of having an independent board. A certain level of 

independence is necessary to hinder the board from being highly influenced by company employees 

while the board also should avoid total autonomy as it should act in the interests of the shareholders, 

consistent with stakeholder theory. Over the period of this study, we note only a slight increase 

between 2007 and 2011, from 68,3% to 74,4%. A closer examination of the results reveals that out of 

24 banks, only four banks saw a decrease in the share of directors being independent between 2007 to 

2011 (Nordea, Bank of America, Morgan Stanley and State Street), while three banks remained 

unchanged and the remaining 17 banks increased their share of director independence. This highlights 

a potential broader trend of increased director independence in the sample. Additionally, it is worth 

pointing out that two banks have kept their boards fully independent the full period of analysis (UBS 

and ING) while the largest increase in board independence was seen among the UK based banks. 

For US banks, the Dodd–Frank Wall Street Reform and Consumer Protection Act (2010) has put into 

legislation a minimum of 50% director independence for financial institutions. Notwithstanding the 

prominence of this regulative pressure, the marginal effect is limited as all banks in our sample have 

maintained a share of independent directors well above 50% over the time period. Besides the Dodd-

Frank, no direct pressure from regulative or cultural-cognitive pillar to secure a certain level of 

director independence been identified following the crisis.  

Pressure to comply with changes in the normative pillar from national corporate governance codes 

differ by the banks’ country of domicile. Even when considered individually, we have not identified 

any changes in corporate governance codes following the crisis. A number of countries’ corporate 

governance codes state that independent directors should constitute at least half of the board, including 

France (Association Française des Entreprises Privées & Movement des Enterprises de France 2010), 

United Kingdom (Financial Reporting Council 2010), Sweden (Swedish Corporate Governance Board 

2010) and Switzerland (Swiss Business Federation 2007). Other countries have more stringent 

corporate governance codes, including the Netherlands where a maximum of one non-independent 

director serving on the board is recommended, and the German Corporate Governance Code which 

recommends that no more than two former members of the management board sit on the supervisory 
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board, excluding employee representatives (Dutch Corporate Governance Code Monitoring 

Committee 2008, Government Commission German Corporate Governance Code, 2010). The 

remaining countries in which banks in our sample are domiciled, Belgium, Spain and Italy, and also 

international corporate governance codes lack clear targets for director independence but instead 

recommend that an appropriate balance of directors with regards to skill, experience and independence 

is ensured (European Commission 2011, Bank for International Settlements 2010, OECD 2009, 

Belgian Corporate Governance Committee 2009, Italian Committee for Corporate Governance 2011, 

Comisión Nacional del Mercado de Valores 2006). Further, the European Commission (2011) and 

OECD (2009) highlight the important balance of skill and independence among directors, indicating 

that leading up to the crisis, several companies put director skill or suitability at second importance 

relative to independence. A report by Ard and Berg (2010) published by the World Bank offers a 

summary, coherent with our results, stating that the emphasis on independent directors has begun to 

moderate following the crisis. Instead of focusing on the legal definition of independence, 

independence of mind and quality of judgement among directors has become more important and 

accepted as governing principles. The report further concludes that there has been an increased focus 

on board composition and the board dynamics created through the mix of skill and expertise among 

board members in the years following the crisis (Ard & Berg 2010). 

7.2.2.5 Board members with experience from banking 

The increased focus on board members’ experience and skills outlined above naturally leads to the 

next variable: the share of board members with previous banking experience. As discussed in section 

3. Methodology, the variable aims to measure the board’s joint ability to comprehend the complex 

dealings of a modern, systemically important bank. During the financial crisis, this factor is primarily 

interesting to consider with regards to risk management, assuming that directors with previous 

experience from the financial sector are better able to understand and assess the risks that a bank 

assumes.  

Our results show an increase in the share of directors with banking experience between pre-crisis 2007 

and post-crisis 2011 (from 40% to 48%). Examining the results closer reveals that the trend is 

consistent in US and Europe, although US banks are started from a lower average around 24 % in 

2007 compared to approximately 48% in Europe. However, studying individual banks, we note that 

the average is driven in part by large changes in a few banks: 9 out of the 24 banks actually reduced 

the share of directors with banking experience between 2007 and 2011 while the remaining 15 banks 

increased the share. Two banks saw double digit percentage decreases in the variable (Société 

Générale and Unicredit) while nine banks saw double digit percentage increases (UBS, Commerzbank, 

ING Groep, Nordea, RBS, Bank of America, Citigroup, Morgan Stanley and State Street). We do not 

observe any clear relationship between changes in the share of directors with banking experience, and 

banks’ domicile, characteristics or success in handling the crisis.  
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Although we have not identified any apparent change in the regulative or cultural-cognitive pillars 

following the crisis, a potential explanation to the change between 2007 and 2011 may be the 

increased pressure from public debate among academics, research organisations and to some extent 

also news reporting, reflecting a change in the normative pillar. A heightened attention has been paid 

to the importance and consequences of directors’ limited understanding of the financial sector leading 

up to the financial crisis. The explanation is further supported by the conclusion drawn by Ard & Berg 

(2010) outlined in the previous section 7.2.2.4 Director independence and by Hopt (2011) who states 

that there has been in increased focus on board members’ skill and experience instead of 

independence. Kirkpatrick (2009) further highlights in a report sanctioned by the OECD that the lack 

of financial experience among bank directors may have further increased the negative effects of the 

financial crisis, and that such characteristics were considered to be of secondary importance compared 

board member independence prior to the crisis. The report also discusses how many of the directors 

without previous experience from the financial sector frequently had seats on highly technical board 

committees such as audit and risk committees (Kirkpatrick 2009). In the political domain, the 

European Commission (2010a, 2011) has further underlined the importance of board member skill and 

experience in two recent reports. Beyond augmenting for a balance between director independence and 

skill, previous shortcomings of the balance was highlighted during the crisis and the Commission 

(2011) also mentions a need for improved recruitment process of board members.  

Another supranational organ which was active in applying pressure through the normative pillar on 

banks to promote appropriate director experience following the crisis is the Bank for International 

Settlements. The second principle in their Corporate Governance Framework for Financial Institutions 

(2010) clearly states that directors should be and remain qualified for their position with regards to 

financial industry knowledge. On national level, the influential Walker Review has formed additional 

normative pressure on UK banks to increase the share of board members with banking experience to 

achieve a certain balance with independence. Further, the report argues that due to a combination of 

complex risk management and potentially severe externalities involved in a major bank failure, 

industry experience among directors is more important than in non-financial institutions (Walker 

2009). 

Additional explanation for the observed increase in the share of directors with previous experience 

from banking may be normative pressure from credit rating agencies, primarily targeted at improved 

risk management. Examples include a report a report on bank boards in the aftermath of the financial 

crisis published by Moody’s (2010). The report states that financial industry experience among non-

executive directors remain weak or absent at some banks following the crisis, further indicating its 

potential negative effect on credit ratings.  
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Also the academic realm has exerted potential pressure on banks, through changes in the normative 

pillar, to increase the share of directors with banking experience. One example includes evidence from 

the failures and heavy losses of German Landesbanks (state/province-owned banks), where Hau and 

Thum (2009) find that banks with boards comprised of directors with less financial industry 

qualification experienced heavier losses during the crisis. These results are further backed Garicano 

and Cuñat’s (2010) study on Spanish Cajas (savings bank) which finds a significant correlation 

between chairman banking experience and the performance of the bank’s loan portfolio following the 

crisis: previous banking experience was correlated with improved performance of the bank’s loan 

portfolio. To the extent that such publications contribute to the pressure on banks to comply with 

change in the normative pillar, it is exercised by discretionary stakeholders.  

7.2.3 Committees 

Our results on the existence and size of audit and compensation committees, outlined in Table 6: 

Board composition and committees, are not surprising given that most European countries and the US 

have legislated on the formation of audit committees, and the prevalence of compensation committees 

has been debated during the 2007-2011 period in many of the countries where banks in our sample are 

domiciled (Hay Group 2011). With regards to turnover in the audit and compensation committees, it 

appears that changes in regulative, normative and cultural-cognitive pillars have had a limited effect. 

Also, none of the pressures identified which stem from changes in institutional pillars have been 

identified as directly targeting the composition of committees. An additional explanation may be that 

most boards apply rotational schedules for most of its committee members. This supports our finding 

that turnover has been fairly constant, although it appears that board turnover in general has increased. 

The last committee included in our variables, risk committee, displays no change over the period with 

regards to size or turnover. However, the number of banks adding risk committees in 2007-2011 

relative to 2003-2007 indicates an interesting change in corporate governance practices. The increased 

prevalence
37

 does not appear to be driven by any regional differences as the banks introducing risk 

committees are domiciled in seven different countries. Nor does it appear that banks introducing risk 

committees where on average worse hit by the crisis than the average. For the banks domiciled in 

USA, there is a direct connection between the introduction risk committees in 2011 and changes in the 

regulative pillar through the introduction of Dodd–Frank Wall Street Reform and Consumer Protection 

Act in 2010, which require all banks of a certain size and certain nonbank financial companies to have 

risk committees
38

. For the European banks, and to lesser extent also US based banks, it appears that 

the introduction of risk committees is also in part driven by an increased attention to risk management 

                                                           
37 All 24 banks have risk committees in 2011 compared to only 13 in 2007 

38  Dodd-Frank requires a separate risk committee for: (1) Nonbank financial companies supervised by the Board of 

Governors that are publicly traded companies. (2) Certain bank holding companies that are publicly traded and have total 

consolidated assets of not less than $10 billion.  
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following the crisis, in line with pressure to comply with changes in the regulative, normative and 

cultural-cognitive pillars exerted from various stakeholders identified in section 6.1 Application of 

Analytical Framework. However it appears like the normative pillar through corporate governance 

codes may have had a dominant influence. Additional guidance in the specific case of risk committee 

was given by the Bank of International Settlements (2010), stating that it is appropriate for banks, and 

especially for large international banks, to have a board-level risk committee. The usefulness of risk 

committees in financial institutions is also highlighted in a Green Paper on Corporate Governance in 

Financial Institutions by the European Commission (2010a). 

Beyond the pressure to comply with changes in regulative and normative pillar outlined above, there 

are also national examples of pressure, through changes in the normative pillar, to introduce risk 

committee at board-level, which may explain the sharp increase of the prevalence of risk committees 

in our sample group. One of the most prominent examples is the Walker Review (Walker 2009): an 

independent review of corporate governance of the UK banking industry. The report states that risk 

committees should be established in any FTSE 100-listed bank and insurance company (Walker 

2009)
39

.  

7.2.4 Case: Royal Bank of Scotland 

The relatively small home market of Bank of Scotland (RBS) has over time pushed the bank to 

actively seek growth through international expansion and acquisitions (Royal Bank of Scotland 2013). 

The first major acquisitions came in 2000 when RBS acquired the larger rival National Westminster 

Bank making it the third largest banking group in the UK (Royal Bank of Scotland 2013), part of long-

standing high-risk strategy of aggressive balance sheet management. The acquisitions caused 

suppressed capital levels; a strategy the banks used again to acquire parts of ABN AMRO in late 2007 

at the height of the business cycle before the financial crisis (The Economist 2010). RBS lead a 

consortium which included Spanish Santander and Belgo-Dutch Group Fortis that paid €70 billion for 

all outstanding share of ABN AMRO (Thal Larsen 2007). However, the risk taking and aggressive 

acquisitions had pushed its core capital ratio down towards a low of 4% (The Economist 2010).  

The outbreak of the financial crisis had a strong effect on highly leveraged RBS which experienced 

magnified profit swings due to the by the restrained capital position and exceptionally high losses in 

the acquired businesses. Following significant losses in 2008 the UK government was forced to inject 

£45.5 billion of fresh equity capital in October 2008 to keep RBS from going bankrupt and to avoid 

the risk of a system meltdown (Financial Services Authority Board 2011). The capital injection made 

                                                           
39 The report further discusses the responsibilities of a risk committee: (1) oversight and advice to the board on the risk 

exposures of and future risk strategy, (2) strategy for capital and liquidity management and (3) promoting a supportive 

culture towards risk management alongside with (4) development of prescriptive rules and procedures (Walker 2009). 
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RBS majority state owned: the first contribution secured a 58% stake in the group and a 2011 addition 

upped the stake to 66.9% (Royal Bank of Scotland Annual Report 2011).  

The crisis and subsequent government bailout also led to significant overhaul of RBS’s corporate 

governance practices. Within our category of board composition and committees we observed several 

changes in RBS’s corporate governance practices from 2007 to 2011. First, their board decreased in 

size from 17 to 13 members, director turnover increased from 59% to 88%, the share of independent 

directors increased from 59% to 77%, and the share of directors with banking experience saw a 12%-

point increase from 65% to 77%. In terms of board committees, RBS introduced a risk committee 

following the crisis.  

The change in corporate governance at RBS appears to coincide primarily with pressure to comply 

with changes in normative and cultural-cognitive pillars, and to a lesser extent regulative pillar to 

improve the risk management. Changes observed in board member turnover indicate a significant 

change of the function and responsibility of the firm’s board while increases in independence and 

previous banking experience among directors and also introduction risk committee indicate an 

increased focus on risk management within the company. However, the logic underlying a smaller 

board is ambiguous and the change may simply reflect changed board functions and responsibilities.  

A key event that appears to have induced institutional pressure on RBS to change its risk management 

is the government bailout. From a cultural-cognitive pillar perspective, the bailout and the subsequent 

use of tax-payers’ money caused public outcry targeted against the risk-taking at RBS, with a special 

attention to the untimely acquisition of ABN AMRO. Criticism has also directly targeted at the role 

and actions of the board, arguing that the board “was not thinking in any meaningful sense” (Pratley, 

2011, p.1) and that it relied on insufficient information for making its decisions (Pratley, 2011). 

Among the board members, the former CEO Fred Goodwin and the former chairman Sir Tom 

McKillop have been pointed out as key persons behind the events that forced RBS into government 

bailout. Fred Goodwin, who severed as CEO from 2000 to 2008, have been criticized for excessive 

risk-taking in to RBS’s aggressive expansion and especially the in the case of the ABN AMRO 

acquisition (BBC 2009). Sir Tom McKillop, chairman from 2006-2008, on the other hand, has been 

criticised for his limited previous experience from the financial industry and his appropriateness as 

chairman of a large international bank (Hill 2011).  

Also the risk culture fostered at RBS has been questioned (The Economist 2010, Prior Palmer 2012). 

To summarise, the public image of RBS following the crisis went from national icon to national 

disgrace due to its ill-considered acquisition strategy and risk taking, and the subsequent government 

bailout (Ridley & Kar-Gupta 2011).  
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From the perspective of changes in the normative pillar, the Walker Review (Walker 2009) has been a 

key factor in changing corporate governance practices following the crisis. Not only RBS but the 

entire UK financial industry has been under the influence of the report. As outlined above in sections 

7.2.2 Board member characteristics and 7.2.3 Committees, the Walker Review (Walker 2009) issued 

strong recommendations for the establishment of risk committees in FTSE 100-listed banks and 

exerted pressure on banks to increase the share of board members with banking experience to achieve 

a certain balance with director independence. These recommendations coincide with the corporate 

governance changes observed at RBS following the crisis.  

Remaining within the branch of changes in the normative pillar, RBS has also been pushed the 

Financial Service Authority to change its corporate governance practices. Its initial report on the 

collapse at RBS in 2010 argued that the failure was due to a series of bad decisions, thereby accusing 

the banks senior management of wrong-doing (Wilson 2011a). However, the report was never released 

to the public but only a 12-sentence press release was published which caused strong public reactions 

and (cultural-cognitive) pressures on the bank to bring clarity to what happened at RBS. Two of the 

most prominent domestic newspapers, The Sunday Telegraph and The Daily Telegraph, pushed for 

transparency after the debacle. In early 2011, they initiated their own investigation into the failure of 

RBS which resulted in strong criticism against the excessive risk culture at RBS leading up to the 

acquisition ABN AMRO and also the reckless actions of Fred Goodwin and several other senior 

executives (Wilson 2011b).  

The pressure exerted through changes in the cultural-cognitive pillar from the public ultimately 

resulted in the Financial Service Authority’s appointment of Sir David Walker and Bill Knight to 

review the first report into RBS’s failure and to produce a new report to be published for the public in 

December 2011 (Wilson 2011a). The report concluded that RBS’s failure was driven by poor 

management decisions, deficient regulation and a flawed supervisory approach by the Financial 

Service Authority. Further, the report highlights the role of RBS’s management indicating that it is 

likely that there was underlying deficiencies in management capabilities, overall governance and in the 

company culture which made the bank prone to make poor decisions, adding to pressure on RBS’s 

corporate governance practices (Financial Service Authority 2011).  

To summarize, RBS has been subject to strong pressure derived from the normative and cultural-

cognitive pillars to change their corporate governance practices, also in line with the changes observed 

in our results. Further, it appears that the government bailout and subsequent state-control of RBS 

played an important part in increasing institutional pressures but also in facilitating change. The 

bailout appears to have induced an intensified public scrutiny of RBS’s corporate governance practices 

leading up to the crisis, resulting in strong institutional pressures. The state ownership, on the other 
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hand, may have made the organisation more receptive to pressures from institutions and subsequently 

more prone to change. 

7.3 Executive Compensation 

The topic of executive compensation has been a topic frequently debated in public forums following 

the financial crisis, and executives of financial institutions have been of particular interest to critics. 

From an institutional perspective, it is interesting to note how politicians, investors, media and to some 

extent the banks themselves stand united behind a fundamental frustration with the compensation 

practices in the years leading up to the financial crisis (Tapestry Networks, 2010). 

7.3.1 The pressures at lay 

The growing discontent with high compensation levels was manifested by dependent stakeholders 

broadly as increased scrutiny and a wave of negative public opinion. Also, a more acute expression of 

the public opinion was carried forward in manifestations and public demonstrations when a class of 

dangerous stakeholders used unconventional methods to affect banks’ behaviour. While these two 

pressures were mostly targeting the absolute level of the total compensation package, the changed 

cultural appraisal of and attitude towards risk had a bearing of the content and composition of the 

compensation mix: since interest alignment can be attained through financial incentives, stakeholders 

can use compensation instruments to (dis)incentivise certain behaviour. These three pressures all 

reflect changes to cultural beliefs and cognitive processes, and only the first two involve actual 

manifestation of the underlying pressure to comply with these changes. Although the changed cultural 

acceptance of risk-taking has noticeable and important implications for behaviour, the stakeholder 

class is dormant (dominant): its constituents are powerful and may be able to gain legitimacy in 

exercising its will. 

Exercised by definitive stakeholders, regulatory developments have both urgency and relevance for 

organizations that are subject to the law. The contents of the Dodd–Frank (2010) regulation, for 

example, have laid the groundwork for more effective alignment between principals and agents, 

thereby fostering an improved corporate governance regime (Jensen & Meckling 1976). Advisory 

votes on compensation, as discussed in section 7.1.3 Say-on-pay, along with better disclosure and 

independence requirements for compensation committees are in line with shareholder interest, and 

mitigate information asymmetries while at the same time enhancing the ability of shareholders to act 

upon their rights to influence the bank. 

To a large extent, the regulatory dialogue has failed to result in definitive legal code with regards to 

remuneration. Yet, much of the new regulation which aims to mitigate risk-taking and systemic risk in 

the financial system is issued with statements relating to compensation structures (see discussion about 

normative pressures below). As it turns out, this link appears motivated by cultural-cognitive 

developments and changed attitudes commented upon above. The CEBS guidelines make the link 
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explicit. After referring to the FSB publication (2009), the committee comments that “[… whilst] 

institutions’ remuneration policies were not the direct cause of this crisis, their drawbacks, 

nonetheless, contributed to its gravity and scale” (CEBS 2010, p. 7). As such, the assumption that the 

compensation structure fuelled excessive risk appetite is made explicit by the European Commission 

and mirrored in the CEBS report. Similarly, surveys carried out by the Financial Stability Forum, 

which motivated and laid the groundwork for the Financial Stability Board (FSB) principles, find that 

a vast majority (c. 80%) of market participants and experts believe the prevailing compensation 

schemes to significantly further the accumulation of risks that ultimately culminated in the financial 

crisis (UN DESA 2013, FSB 2009). 

In line with the cultural-cognitive developments and the regulatory responses to the sequence of events 

following the crisis, important pressures to comply with changes in the normative pillar has arisen 

which also target the compensation structure in banks. Along with the third Capital Requirement 

Directive (CRD III) adopted by the European Commission by mid-July 2009 and approved by the 

European Parliament a year later, a requirement was put forth from the CEBS to issue guidelines on 

sound remuneration policies which comply with the principles included in the amendment (CEBS 

2010). Although such requirements, when issued upon request from legislators, are hardly voluntary in 

practice, they belong to the normative branch of institutional pressures where other examples are 

research publications and industry reports, such as the Cadbury report (Cadbury 1992). Issued by 

discretionary stakeholders, general guidelines and principles are important and constitute a social 

obligation to comply. The pressure to explain any violations in annual reports constitute a deterrent to 

banks to diverge from the principles and the arena is open to the broad stakeholder class, while 

compliance can enhance the banks reputation and instil trust. 

In addition, some important pressures to comply with changes in the normative pillar have morphed 

into regulative through voluntary implementation on a national level. The principles set forth by the 

Financial Stability Board, for example, which attacks asymmetries in financial sector pay schemes and 

promote stronger linkages between compensation packages and firm performance were endorsed by 

the G20 leaders in 2009. In the coming two-year period, broad implementation was achieved, and the 

annual peer review puts pressure on G20-jurisdictions to implement the principles (UN DESA 2013, 

FSB 2009). 

7.3.2 Significant Developments and their Linkage to Institutional Change 

From a corporate governance perspective, it is important to distinguish the compensation level from its 

composition: the structure of the pay package is meant to create incentives for managers to act in line 

with the interests of the shareholders while the level serves a chief purpose of attracting and retaining 

employees (i.e. a tool to compete for talent in labour markets) (e.g. Unicredit 2010b, Barclays 2012, 

Tapestry Networks 2010).  



84 

 

7.3.2.1 Compensation levels 

First, the total level of executive compensation increased among most banks during the 2003-2007 

period, but decreased for 67% of the banks in our sample in the following four-year period. In the 

absence of any regulation or guidelines capping the full amount paid to executives, this is most likely 

driven by two separate but related pressures. First, in a sector where compensation tends to be closely 

linked to firm performance though a highly variable compensation structure, a weakened profitability 

is reflected in the size of the executive compensation package. Further, the cut-back of total 

compensation may be motivated by the public outcry against excessive compensation levels. As such, 

the general opinion (cultural-cognitive) is reflected in total compensation levels. Manifested through 

increased media scrutiny and a more critical stance towards banks, the broad stakeholder constituency 

appears to be successful in pushing banks to cut compensation for top-earners. On the contrary, the 

normative dialogue surrounding compensation levels was unsuccessful in achieving legal effect: a 

proposal voiced by France and Germany at a 2009 G20 summit faced objections from UK and US 

representatives which resulted in dismissal (e.g. Brady 2009). Yet, acting in the interest of 

stakeholders, many political leaders emphasized the injustice in banks granting large remuneration 

packages following large saving actions funded by public money, and motivated limitations on 

compensation on the grounds of tax-payer interests. This has been further supported by statements 

indicating that several politicians support tax-payers in their belief that the banking sector must reduce 

excessive compensation structures
40

 (AFP 2009, Tapestry Networks 2009)
41

. Although not binding, 

such statements may have a strong normative effect on compensation practices. 

As discussed above (see section 7.1.3 Say-on-pay), the observed sharp increase prevalence of say-on-

pay votes following the crisis should also be seen as a results of pressure to comply with institutional 

changes with regards to limiting compensation and giving shareholders the ability to express their 

opinion. Say-on-pay votes create a mechanism through which shareholders more directly can intervene 

                                                           
40 For example, Lord Turner, chairman of the FSA commented that measures should be considered to “stop excessive pay in 

a swollen financial sector” (Tapestry Networks 2010). Further, Swedish prime minister and presidency holder at the 

European union, Fredrik Reinfeldt, commented that "Banks, some of which owe their very survival to massive support from 

taxpayers' money, should not be able to take advantage of good results in the future pretending that the crisis was just a minor 

setback”, and European Commission President Barosso highlighted the importance of not returning to the pre-crisis 

compensation structure as the financial sector recovered after the crisis: “Our citizens are understandably horrified at reports 

of banks receiving public money paying exorbitant bonuses” (AFP 2009). 

41 The difficulty of regulating compensation is two-fold. First do interventions not only require a thorough understanding of 

the financial sector as such. It is also most likely impractical and impossible to enforce on a fair and equal basis given the 

different business mixes and other particularities of each financial institution. Second, high labour mobility across national 

borders and the challenges inherent in coordinating international regulatory efforts makes regulation, if implemented on a 

national level, toothless (Tapestry Networks 2010). The lack of international consent and concerns about distortions in terms 

of trade under an uneven international playing field and governmental interference became too powerful to allow for direct 

political intervention (Ard & Berg 2010).  
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to obstruct exorbitant compensation packages, subsequently alleviating agency related issues. The 

pressure to comply with changes in institutions exerted on banks to introduce say-on-pay votes 

appears to be driven primarily by the regulative pillar through direct regulative and by pressure to 

comply with changes in the normative pillar exerted through national corporate governance codes 

which explicitly demand the adoption of say-on-pay votes.  

7.3.2.2 Compensation compositions 

Second, when we consider the composition of executive compensation, we note in our results how 

banks shifted towards a structure after the financial crisis where equity-related incentives increased 

strongly. Interestingly, the cash bonus share of total compensation has fallen, indicating that the 

development is not an unambiguous move towards a more variable compensation structure. Rather, 

more compensation is paid either as fixed cash salary or as stock or option-related instruments at the 

expense of cash bonuses. 

The significant increase in stock- and option based incentives as a share of total executive 

compensation observed in our results does indeed mirror demands set forth in normative publications 

such as the FSB guidelines and the intent of shareholders to promote appropriate value-maximizing 

risk taking (FSB 2009). National and supranational bodies favour incentivising in line with moderate 

risk-taking and accountability and a long-term perspective in incentive grants (European Commission 

2009a, 2009b). Throughout the guideline publications, a key emphasis is put on alignment with future 

performance of the firm which is most likely a driver behind the increase in equity-related 

compensation. Although the power of the social obligation imposed by normative publications cannot 

be determined, it is likely that governments and supranational bodies have particular power to exert 

pressures on banks given the bailouts and general state support (see sections 1.1 Financial crisis – 

Chain of Events and 7.4 Ownership). 

Interestingly, our findings indicate that pressures to comply with change in the normative pillar have 

been an important driver behind the redefined compensation structures and that it has faced little 

resistance. The guidelines drawn up following the unfolding of the crisis have not only gained strong 

political support. Broad support is also expressed in the institutional investor community, and board 

members charged with the duties of defining remuneration structures have taken a proactive stance to 

accommodate the suggested practices (e.g. Unicredit 2011, Tapestry Networks 2010). When surveyed, 

directors express support for the fundamental ideas that incentive structures should not be incentivised 

to assume excessive risk, and that remuneration schemes must be aligned with risk management 

practices
42

 (Tapestry Networks 2010). Among our sample banks, all of the trends we detect are in line 

with the recommended compensation principles, and compensation committee statements which 

explain the rationale underlying remuneration practices are broadly consistent with the FSB principles 

                                                           
42 Beyond compensation structures, this is reflected in the extent to which banks establish risk committees on a board level 
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(2010b). In several instances, compliance with the principles is made explicit by the bank, which 

highlights the influence of the normative pressure.
43

 

At first sight, it may be surprising that cash bonuses have declined relative to the base salary in the 

light of institutional pressures favouring managerial accountability and stronger correlation between 

the financial results of the firm and executive remuneration. However, given the central aim to 

encourage risk-taking which creates value for shareholders, cash bonus may not be the most 

appropriate instrument, as pointed out by analysts and experts. For example, the Basel committee 

expresses its view that compensation policies must not be unduly tied to short-term accounting profit 

(Bank for International Settlements 2009). This view is indeed echoed in the FSB principles, which 

were broadly endorsed by the sample banks (see footnote 43). As such, pressures for increased interest 

alignment, guided by normative pressures (defining the priorities) may have caused the lower cash 

bonus.  

The view of regulators that capping pay and determining the composition of pay should be left to 

investors is reflected also in the issue of deferred compensation. Clawback provisions, however, is 

somewhat different, as regulation is developing towards mandatory minimum provisions. Broadly 

speaking, banks have considerable leeway in the extent to which they make executive compensation 

subject to future developments and whether they facilitate recuperation of compensation grants. 

Therefore, it is interesting to note in our data how both deferred compensation and clawbacks 

increased sharply after the financial crisis; the share of compensation paid in deferred instalments 

approaching half of total compensation packages, up from 25-30% prior to the crisis, and clawback 

provisions emerging from complete absence to being present in executive compensation packages 

among 17 out of the 24 G-SIB banks. Fundamentally, this reflects a move towards higher 

accountability and serves the interests of both owners and the broad stakeholder society.  

In terms of the pressures exercised, we acknowledge the importance of public perceptions as discussed 

above but note that pressure to comply with changes in the normative pillar may have had a more 

significant influence on actual practices. Against the strongly normative backdrop, there is one 

exception where regulators did directly intervene in the pay practices of banks: in the event of 

exceptional state support. Following the US Treasury’s emergency saving action, a cap was imposed 

                                                           
43 In the UK, Barclays, HSBC Holdings, Lloyds Banking Group, the Royal Bank of Scotland Group and Standard Chartered 

agreed soon after the publication of the G-20 recommendations and in the wake of growing political and popular support to 

adopt the recommendations set forth by the Financial Stability Board as rules formulated by the FSA (Schaefer Munoz, 

2009). Subsequently, the UK subsidiaries of Bank of America Merrill Lynch, Citigroup, Credit Suisse, Goldman Sachs 

International, JP Morgan Securities Ltd, Morgan Stanley, Nomura and UBS followed suit and confirmed their commitment to 

comply with the same agreement. BNP Paribas, Deutsche Bank and Société Générale expressed at the same time their intent 

to implement the G-20 principles in accordance with home-country regulation, and that they would comply with the FSA 

rules (HM Treasury 2009) 
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on salaries but also on the total compensation package meaning that both the fixed and the variable 

compensation components were under the discretion of the government (Enrich, Lublin & Lucchetti 

2009)
44

. It should be noted, however, that this was done with clear communication flowing from 

authorities highlighting the fundamental stance that shareholders (not governments) should determine 

executive remuneration and that doing so should be facilitated through say-on-pay votes and improved 

disclosure (Hechtkopf 2009). Similarly, the German government required banks that benefited from 

support through capital injections or troubled asset relief to cap bonuses or restrict dividend pay-outs 

(Ard & Berg 2010)
45

. As discussed above, the hands-off stance is mirrored broadly among G-20 

leaders through acknowledgement of the FSB principles (Harper & Katz 2009). 

7.3.2.3 The longevity dimension reconsidered – clawbacks and deferrals 

While equity-linked awards tie remuneration to shareholder interests, it does not provide for interest 

alignment over time. Thereby, short-termism cannot be combatted only by varying the composition of 

the executive pay package. This is the most apparent benefit of clawbacks and deferrals: clawbacks 

allow for companies to claw back compensation that has already been paid out whereas deferrals 

makes pay-outs contingent upon one or a series of future events. As the criteria are crafted by the 

compensation committee who acts on behalf of the shareholders, we note that the ability to recoup 

compensation and to impose vesting periods benefits the owners of the firm and incentivises the 

management to act to maximize value for shareholders (see   

                                                           
44 The regulation was imposed for the seven most heavily supported firms: Citigroup Inc, Bank of America Corp., American 

International Group Inc., General Motors Co., Chrysler Group LLC and Chrysler Financial 

45 Cases of selective intervention by regulators and public bodies have taken place also in Europe, but the target of these was 

on gaining board representation or the right to intervene in appointment decisions (Ard & Berg 2010) 
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3.2.3 Executive compensation). However, there are other stakeholder groups who also benefit from a 

stronger connection between executive rewards and firm performance over time. As discussed above, 

externalities of bank failure are inflicted upon the broad stakeholder society, and the assumption of 

excessive risk-taking should therefore be dis-incentivised from the public perspective. As deferrals and 

clawbacks reduce the interest of executives to assume tail risk, the mechanisms serve the public 

interest well (UN DESA 2012). Managers will lose the incentive to conceal risks for large future 

losses and large reversals of gains will be punished directly. As such, the asymmetries in pay package 

payoffs over time
46

 are reduced and executives are held more accountable for their actions.  

As the developments for clawbacks and deferrals differ in terms of the pressures resulting from change 

in the institutional pillars, we treat the two topics separately below. However, it is worth mentioning 

on a general level that there are clear changes in the normative pillar in favour of a more pronounced 

longevity dimension in executive compensation schemes. For example, the FSB guidelines clearly 

promote that a significant portion of the compensation be deferred and that vesting periods extend 

beyond the minimum recommended three years. In addition, any incentive pay granted should be 

linked to the future performance of the firm (FSB 2009). Similar provisions are included also in the 

Walker Review and the Basel Committee recommendations (Basel Committee on Banking 

Supervision 2010b). 

7.3.2.3.1 Deferrals 

Beginning with the extent to which executive compensation is granted in deferred instalments, we 

note a shift following the financial crisis. The steep increase in average deferred compensation as a 

share of the total pay package is valid across geographies and it may be biased downward as deferrals 

tend to be valid primarily for bonuses whereas 2011 was a year of (relatively) low bonus figures, seen 

in a historical perspective. 

The development is well in line with the recommendations presented in corporate governance 

guidelines, and the normative pressure appears to have played an important role also for this variable. 

To assess compliance with the recommendations articulated by the Financial Stability Board which 

states that two thirds of any bonus should be deferred (FSB 2009), we have recalculated deferrals as a 

share of the variable compensation, rather than the total compensation. For the three time periods, we 

find that on average 35%, 38%, and 67% (respectively for 2003, 2007 and 2011) are paid through 

deferrals. This means that several banks fail to comply with the recommendations whereas others 

award almost all of the variable compensation in arrears. 

                                                           
46 Under traditional incentive schemes, equity and options offer managers significant upside while downside is at best 

limited. Hence, pay-out resembles a call option, further highlighting the managerial interest to assume excessive risk. 
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While not regulatory per se, we note how the increased deferral provisions may be a derivative of the 

say-on-pay clause of the Dodd-Frank (2010) regulation (see section 6.1.1 Regulative pillar): as 

compensation programmes are made subject to shareholder approval, any developments that accord 

with shareholder interests will more likely be included as compensation committees foresee stricter 

criticism and scrutiny from owners
47

. Also, given its international visibility and strong prominence, the 

Dodd-Frank act have altered the global agenda in relation to bank governance, and set an example for 

best practices. 

7.3.2.3.2 Clawbacks 

Moving on to clawback provisions, we note how 17 out of our 24 G-SIB sample banks introduced the 

right to recoup bonus payments following the financial crisis. Here, however, the causes may differ 

from the aforementioned developments in the realm of executive compensation. 

In its initial form, when first brought to the public’s attention along with the Sarbanes-Oxley (SOX) 

act of 2002, clawback provisions granted companies the right to recoup 12 months of incentive 

payments in the event of an accounting restatement based upon executive misconduct (SEC 2002). 

The topic resurfaced in connection with the crisis and more particular for the financial sector in the 

aftermath of the Lehman crash as companies participating in the TARP were required to recoup 

incentive grants subject to somewhat broader terms
48

. The Dodd-Frank act redefined the SOX act to 

apply more generally to US corporations and contained two key policies which were added by the 

SEC to the listing mandatory listing requirements: (1) companies must adopt recoupment policies and 

(2) policies must be disclosed (Dodd-Frank 2010). The regulative coverage is a bit more ambiguous in 

Europe where the Capital Requirements Directive somewhat vaguely require that variable 

compensation is granted or paid out only when it can be justified against the overall financial situation 

of the firm, the performance of the relevant business division(s) and the employee in question 

(European Commission 2010b ). Member states were required to implement the provisions by January 

2011, and implementation has occurred in different shape on national level
49

. Importantly, regulation 

                                                           
47 In this connection, it should be kept in mind that governments stepped in as large owners in several of our sample banks. 

As they have a broader set of targets than the typical self-centred economically rational investor, deferrals which benefit the 

broader stakeholder society and the public at large may be favoured as government exercise their voting rights. 

48 The terms are specified in the Emergency Economic Stabilization Act of 2008. The most essential revisions is the dismissal 

of the 12 month time period and the requirement that the restatement was caused by executives’ misconduct (US Congress 

2008). 

49 For example, in Germany, the German Remuneration Act and the German Remuneration Ordinance (both effective 2010) 

require that the variable remuneration is adjusted in line with the CRD requirements following sub-par performance. In 

Switzerland, the surveillance authority formulated guidelines which specify how clawbacks should be constructed and related 

to risk-taking. These are binding only for major banks, as defined by the worth of their equity.  In France, the implementation 

carries the additional provision that variable rewards must be reduced if they are linked to a business in a fiscal year where a 

net loss was registered (Baker McKenzie 2011) 
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has played an important role, guided by Dodd-Frank in the US and the CRD III in Europe to impose 

clawback requirements to executive compensation contracts following the financial crisis. 

The pressures resulting from change in the regulative pillar have developed hand in hand with the 

public opinion and a stream of normative publications. For example, the FSB guidelines specify in 

addition to recommendations in favour of more deferrals and equity-based pay that bonuses should be 

possible to claw back if a business loses money during the vesting period (FSB 2009) while the 

European Commission somewhat more narrowly recommends that banks should be able to reclaim 

variable compensation that was awarded based on manifestly misstated data (European Commission 

2009a). This echoes the political and public support for further executive accountability
50

; yet, the 

public debate and subsequent pressure from changes in cultural-cognitive pillar imposed upon banks 

are hardly sophisticated enough to push in favour of claw-back provisions. Rather, with a primary aim 

on the actual aggregate level of executive compensation, the public debate fails to acknowledge the 

complexities of bankers’ compensation schemes (Tapestry Networks 2010). Therefore, we find 

stronger support for changes in the normative and regulative pillar as drivers of increased clawback 

provisions. 

7.3.3 Case: Compensation policy at Unicredit Group 

Unicredit Group is the product of a series of mergers between some of the largest Italian banks in the 

late 1990’s. The international expansion was initiated in 1999 and accelerated through a series of 

larger foreign acquisitions in the early 2000’s. The bank became increasingly sophisticated and 

ventured into more complex business fields, adding a capital markets division and relying more on its 

revenues from investment banking advisory services. Like most other large banks, Unicredit was hit 

hard by the financial crisis and chose to redefine its priorities and to simplify the group structure in 

2010. All subsidiaries were brought under the same parent and a common agenda was formulated 

(Unicredit 2010a, Unicredit 2012a). 

Along with the reorganization in 2010, Unicredit published its first comprehensive compensation 

report which discusses the structure of compensation schemes, and the underlying motivation. With 

reference to the global financial turmoil and the attention surrounding compensation in the banking 

sector, the bank announces in an official statement that it has reconsidered its compensation to meet: 

(1) regulatory recommendations, (2) calls for alignment of remuneration and risk, (3) the public 

opinion, and (4) new profitability prospects for the sector. Also, any future remuneration was made 

subject to shareholder approval through a non-binding say-on-pay vote (Unicredit 2010b). As such, 

                                                           
50 At the G20 London summit in September 2009,  Chancellor Alistair Darling who hosted the meeting said that clawback 

measures are necessary to assure a long term focus and emphasized the importance of long-term sustainability (The 

Independent 2009) 
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Unicredit explicitly set out to accommodate change in both normative and cultural-cognitive pillars, 

while it confirmed the importance of economic prospects. 

The 2010 compensation report was built around a set of core principles, which guided the design and 

relative importance of the different instruments, and the ultimate “direction” of the incentives. First, 

the compensation committee aimed to create a remuneration structure which underpinned sustainable 

value creation for all stakeholder groups. As such, shareholders were not the only interest group which 

value creation was meant for. Rather, employees should be rewarded for acting in favour of long term 

value creation for the broad stakeholder group. Another facet of the committee’s description of its 

methodology which highlights broad stakeholder focus is the explicit target of re-instilling trust and 

restoring the bank’s reputation. The bank set out to be compliant not only with regulative 

requirements, but also with the governance principles published by the Financial Stability Board and 

the Committee of European Banking Supervisors which sends a clear signal that it would operate to 

foster a sound financial system
51

. Finally, the importance of transparency and rich disclosure is 

reiterated throughout the report (Unicredit 2010b, 2012b, 2012c) 

In concrete terms, Unicredit aimed to foster a performance-oriented culture which served shareholder 

interests while encouraging sound risk-management. The former is manifested through an elaborate 

tailoring of fixed
52

 and variable
53

 components of the pay package and detailed schemes for balancing 

short-term and long-term incentives. Variable compensation was to be granted with sequential vesting 

clauses, claw-backs should be attached and legally enforceable, and deferrals would ensure that 

continuous performance improvement remained in the interest of managers without inducing excess 

risk-taking or preference of short-term gains over long-term profitability. The latter – encouragement 

of sound risk management – is most clearly manifested in the calculation of bonus pay-outs for top 

executives which was based on risk-adjusted measures and a cost-of-capital-adjusted profit figure. The 

phasing should be matched with the appropriate time horizon, given the overall business strategy 

Unicredit 2010b). 

                                                           
51 Unicredit has been an active participant in public consultations ahead of further remuneration policies and practices in the 

EU. E.g. the bank broadly agreed with proposed recommendation which combat conflicts of interest between the bank and its 

broad stakeholder consistency while advocating more accountability on behalf of the bank (Unicredit 2012d). 

52  The fixed share of the compensation package was meant to reduce excessively risk-oriented behaviours and a 

disproportionate focus on short-term initiatives. Further, maintaining a relatively large fixed salary component was justified 

by Unicredit on the grounds that it allowed for a more flexible bonus approach, reflecting the intention not to give guaranteed 

variable pay (Unicredit 2010b). 

53 Variable compensation was used to foster a performance-driven culture, and to reward behaviour that was in line with the 

goals stated in the remuneration report. Temporal aspects are also clearly reflected in the variable share of the total 

compensation package as vesting periods and deferrals can be constructed with more flexibility than in the case of fixed 

compensation (Unicredit 2010b). 
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In brief, the Unicredit case illustrates how pressure from the cultural-cognitive pillar for more 

responsible compensation design in the financial sector was manifested in normative publications and 

accommodated by banks. Unicredit is explicit in its stance when it sets out to comply with broad 

industry recommendation, and a concern for the broad stakeholder constituency is voiced. To match 

the incentive structure with shareholder and other stakeholder interests, Unicredit made remuneration 

schemes subject to shareholder approval, used equity compensation with deferred vesting horizons and 

the possibility to retract pay already granted, thereby mitigating the case for short-term gains. 

7.4 Ownership   

The aforementioned Walker Review also discusses important facets of the ownership structure that 

enhance the effectiveness of corporate governance codes and their implementation. Primarily, 

references are made to the UK Institutional Shareholders Committee’s principles of good stewardship 

and fund managers are recommended to confirm their willingness to comply with a stewardship 

obligation or to explain any deviations from this role (Walker 2009). Further, with a focus on large 

institutional shareholders, the review encourages a more responsible investment stance and furthers 

active engagement in the investees’ dealings. For example, rather than divesting in certain instances, 

recommendations are articulated that the investor should seek to correct the perceived weakness 

(Walker 2009, Ard & Berg 2010). Thereby, a pressure deriving from the institutional pillar is put on 

owners, through the influential Walker review, to act as catalysts for the more general governance 

codes. Rather than being the end, a moderately consolidated and responsible owner constituency is the 

means towards another end. Its relevance becomes apparent only when seen in conjunction with other 

initiatives or developments. 

7.4.1 Observations 

In line normative recommendations, we do observe increased ownership concentration in among our 

sample banks between 2003 and 2011. The shares held by blockholders have increased sharply, albeit 

over the full time period which does not support the notion that there was a shock during the financial 

crisis which resulted in further ownership concentration. The average blockholder share of common 

equity roughly doubled in each of the two time periods. Yet, an interesting development that we note 

in the data is the increase in government ownership stakes which occurred following the financial 

crisis. 

Before the financial crisis, only one bank had the government as a significant shareholder and this 

remained so up until 2007
54

. However, after the outbreak of the financial crisis, seven banks had the 

government among the most influential investors and some of the stakes were rather significant. 

Seemingly, this was not a direct effect of pressures from institutions the way we consider them. There 

                                                           
54 The Swedish government stake in Nordea which it intends to sequentially reduce though shares sales (Regerinskansliet 

2011). 
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was no regulation which forced banks to allow governments into the ownership constituency. Neither 

did changes in the normative pillar urge banks to become large holders of banks, nor would the 

cultural-cognitive pillar, through its scepticism towards banks, not promote public participation in the 

bank equity stakes. 

The one apparent linkage between the development we see and the institutional change is connected 

with the problem of externalities discussed above (see 3.2.4 Ownership structure). As citizens and tax-

payers may be forced to assume the costs imposed by banks on its stakeholders, it appears reasonable 

that they would also have a say in the dealings of the banks. In the event that regulation is impractical 

from a competitive standpoint, or politically hard to gain approval of
55

, board representation of tax-

payers can be used as a second-best strategy to influence banks directly through voting rights. This 

requires investments in the equity as the board is supposed to represent the shareholders vis-à-vis 

managers. 

To investigate the sequence of events and motivation behind government investments in G-SIB banks, 

we present cases below which focus on (1) the sharp increase of government ownership, and (2) the 

increase in blockholder holdings. Connections to institutional developments will be commented upon 

in the succeeding section where we also discuss the overall relevance of institutions in explaining 

changes in ownership structures among banks.  

7.4.2 Case: Government bailout of Commerzbank 

German giant Commerzbank found itself in a position in 2008 where a large acquisition had gone sour 

and the capital position was under pressure. The August acquisition of Dresdner Bank from financial 

giant Allianz together with the global credit crunch resulted in a lack of liquidity and an immediate 

need for fresh capital to restore the balance sheet (Story 2009, DW.de 2009, SpiegelOnline 2009). 

The emergency recapitalization happened in two steps. First, an immediate €8.2 billion injection was 

made in December 2008 as the German Government's Financial Markets Stabilization Fund 

(SoFFin)
56

 exchanged cash for a silent participation in preferred shares. At the same time, a €15 billion 

debt guarantee was issued which could be drawn at the bank’s discretion (Schäfer & Wilson 2008, 

Commerzbank 2008). While the preferred stake did not carry any voting rights it came with a 

provision that prohibited any dividend payments in the coming two-year period, and the 

Commerzbank stock fell sharply on the announcement (SpiegelOnline 2009). 

Less than a month later, in January 2009, Commerzbank stood to receive another €10 billion of 

capital. This second injection was structured with different terms, and made the government a direct 

                                                           
55 The issues of maintaining an level playing field in international competition is discussed above and mentioned as one of 

the reasons why compensation is not (and should not) be regulated on a national level.  

56 The SoFFIN agency was set up to offer relief to troubled German financial institutions, similar to TARP 
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shareholder with substantial ownership and voting rights in Commerzbank: after the transaction, the 

Federal Government held 25% plus one share of Commerzbank giving it veto power on some of the 

most important company decisions. The measures effectively strengthened the core capital of the 

German bank, which was not only necessary to allow for continued operations but also to comply with 

new stricter capital requirements for European banks (DW.de 2009, Commerzbank 2009a, 

Commerzbank 2009b, Story 2009).  

Fundamentally, the government intervention was motivated by the social imperative of avoiding a 

bank default and potential intensification of the global market turmoil. The German government 

argued that a failure to balance Commerzbank could put the bank survival at risk and justified its 

capital injections on macroeconomic grounds (Story 2009). The government’s focused on protecting 

the financial system rather than making a fast profit through the purchase of shares at a depressed 

valuation is illustrated by the terms attached to the first capital injection. The silent participation left 

the government without any power to exert influence over the business activities of Commerzbank 

which runs counter to the notion that banks would seek to become influential owners in banks in order 

to represent tax-payers more effectively. However, given the sheer size of the second intervention, 

common equity issuance was necessary in order not to alter the balance sheet radically. 

7.4.3 Case: Morgan Stanley’s need for recapitalization  

Along with the entire financial sector, US investment bank Morgan Stanley’s share fell sharply in the 

early autumn of 2008, and the bank’s capital position deteriorated. After Merrill Lynch was taken over 

by Bank of America and Lehman Brothers was forced into bankruptcy, Morgan Stanley had become 

one of the two US investment banks who survived the first shock. To strengthen its capital position 

and to facilitate access to capital
57

, the investment bank applied for conversion to bank holding 

company and the application went through in September 2008 (Morgan Stanley 2008b). However, 

Morgan Stanley still found itself in a distressed position and capital market participants feared for 

insufficient solvency, should no imminent change occur (Desmond 2008). 

To bolster its capital position, Morgan Stanley had entered into discussions with Japanese deposit-

taking financial giant Mitsubishi UFJ Financial Group (MUFJ) as the turmoil intensified on forming a 

joint venture. The news were well received by investors, but worries that MUFJ would back out of the 

deal as the tentative deal structure had lost its appeal when Morgan Stanley equity drifted ever lower 

on the stock exchange left the company in a distressed position with the stock at record-low levels 

(Desmond 2008, Story 2008). However, the parties successfully renegotiated the deal which was 

modified to protect MUFJ from a further share price fall by offering preferred stock only rather than 

                                                           
57 The conversion put Morgan Stanley under stricter leverage and capital requirements, and that it would be under constant 

oversight by the Federal Reserve (Story 2008). However, the shift also made it possible to acquired deposit-taking banks (a 

way to bolster the capital base) and granted access to the discount window (Quinn 2008). 
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common and dividend-yielding shares (Desmond 2008, Morgan Stanley 2008b). In brief, a capital 

contribution of US$9 billion gave MUFJ a 21% fully diluted stake in Morgan Stanley and brought the 

distressed bank back to a secure financial standing (Morgan Stanley 2008b, 2008c). When the deal 

was approved and communicated to the markets, Morgan Stanley’s stock recovered sharply, 

increasing the value of the MUFJ stake and fortifying the capital position of Morgan Stanley. 

Along with the capital contribution, MUFJ also granted a credit line to Morgan Stanley in order to 

restore market confidence (Desmond 2008). In exchange, the Japanese institution was offered 

representation on the Morgan Stanley Board of Directors (Morgan Stanley 2008a).The deal was also 

motivated by a strategic rationale: the strong balance sheet position of MUFJ and its expertise in 

lending business were exchanged for expertise from capital markets services and advice. After the 

transaction, Morgan Stanley would be able to engage in asset-intensive capital markets business again 

against the strong Japanese collateral and MUFJ would be able to expand its lending activities beyond 

national borders (Lucchetti 2009, Morgan Stanley 2008b).  

Besides the capital injection, it should be noted that the government played an active role in stabilizing 

the financial system in the US. In the case of Morgan Stanley, US$10 billion was paid in exchange for 

preferred equity in 2008 and subsequently repaid in 2009 (Morgan Stanley 2009). Also, Morgan 

Stanley borrowed more than US$100 billion from the Federal Reserve during the crisis (Quinn 2008). 

In essence, while the loans and preferred stock purchases did not result in nationalization of the bank, 

it reflects the government’s intention to safeguard the stability of the financial system and amounts to 

a bailout for any practical purposes.  

7.4.4 Role of institutional pressures 

From the preceding results and case discussions, it is interesting to consider whether pressure from 

institutions matter at all in determining the ownership structure of a company and to what extent they 

matter for blockholders and their behaviour. After a brief summary on the commonalities and 

particularities of the two cases, we present our interpretation of the findings in the light of our 

theoretical backdrop. 

The most apparent commonalities of the two cases presented above are (1) a depressed valuation, (2) a 

distressed capital position, and (3) cash rich investors. In both cases, the capital injections were crucial 

for restoring the liquidity and solvency of the investees, and in that regard, the investments can be 

considered rescue actions. Neither of the cases was driven by an identifiable institutional pressure 

which pushed for ownership concentration in the banking sector. Rather, the investments were 

motivated by economic interests: the German government acted in the public interest when it 

contributed the capital necessary to assure that Commerzbank remained a going concern. Similarly, 
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MUFJ had strategic and business-related motives that made the share purchase in Morgan Stanley 

attractive
58

.  

Yet, as discussed in the theory section, ownership concentration determines the ability and motivation 

of owners to exercise control over a firm’s management (see 2.1 Agency Theory). Accumulation of 

cash flow rights and voting right with one or few owners therefore logically results in better alignment 

between the interest of large owners and managerial decision making. As a result, not only risk-taking 

and shirking, but also implementation of corporate governance mechanisms and adherence to broadly 

acclaimed principles are at the discretion of owners rather than managers
59

.  

Indeed, it has been shown that the relative power of managers vis-à-vis owners determines the power 

of regulation to shape the risk-taking incentives faced by mangers. In the most extreme instances, the 

same piece of regulation may have diametrically different implications for risk-taking in the bank 

upon which it is imposed. This applies also to the corporate governance regime of the bank, which 

implies that the effectiveness of governance practices is not equally effective in all instances but at 

interplay with the degree of ownership concentration (Laevin & Levine 2009). 

While the conclusions drawn by Laevin and Levine may rest upon an overly simplistic view on 

ownership concentration
60

, the findings are interesting for several purposes. In particular, they imply 

that institutions matter, and that ownership matters for how institutions affect governance in banks. 

Our results, which show that ownership concentration has increased, must therefore be considered in 

conjunction with the findings relating more directly to the introduction of new governance principles: 

in the absence of more concentrated shareholdings, new governance principles may have been 

introduced differently and with less consideration of stakeholder interests (vs. managerial interests). 

7.5 Isomorphism 

Beyond the effect of institutional pressures on corporate governance practices outlined in the previous 

sections, new institutional theory identifies isomorphism as another driver of organizational change
61

. 

As outlined in section 6.1 Application of Analytical Framework, we observe how the events that 

                                                           
58 Most equity investments done at or shortly after the peak of the financial crisis turned out to be profitable from a sheer 

portfolio perspective. As the equity was purchased at low valuation, many blockholders reaped attractive returns as markets 

normalized. As such, with the benefit of hindsight, the investment prospects appeared highly attractive in the autumn of 2008. 

59 We acknowledge, however, that blockholders create agency costs through incentives to expropriate minority owners. 

Thereby, the net agency costs cannot be determined without further analysis. 

60 Aguilera & Jackson (2003, p.2) comment that agency theory fails to distinguish different types of investors apart. This may 

bias the discussion as the identity of the investor determines his or her aim. Further, the type of investor is particularly 

important when the investors themselves are governed by institutionally defined rules as individuals respond differently to 

the institutional context he or she is surrounded by. 

61 In institutional theory, isomorphism is a process in which one unit of a population is forced to mimic other units in the 

same populations, facing a similar environment (Hawley 1968), see section 2.3.2 Isomorphism 
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occurred during the financial crisis may have increased five out of ten predictors for isomorphic 

change among banks. In line with the theory backdrop presented in section 2.3.2 Isomorphism, 

changes in corporate governance practices are not necessarily testament of efforts towards efficiency 

improvements within a company. Hence, increased conformity of corporate governance practices 

among banks may be a proxy for isomorphic change in the sector. Following this line of thought, the 

variables used in our observations serve as proxies for isomorphism: a more narrow range between 

minimum and maximum values, and lower standard deviation in the observation group, may signal 

isomorphism in non-binary variables. For our binary variables, on the other hand, increased 

conformity appears to have occurred when a large share of the observation group falls under the same 

binary outcome. Finally, we choose not to consider variables related to the ownership category given 

the limited ability of banks to influence the variable. 

Using the measures presented above to search for isomorphism, we detect interesting tendencies 

towards conformity in five variables: (1) say-on-pay, (2) director independence, (3) existence of risk 

committee, (4) cash bonus as share of total and (5) clawback provisions (see section 5. Results). For 

the say-on-pay variable we observe, as previously outlined in section 5.1 Internal agency structures, a 

sharp sector-wide shift towards adoption of the provision. In the period between 2007 and 2011, 16 

out of 24 banks adopted say-on-pay, bringing the total number to 21 out of 24. In terms of director 

independence, we observe how the minimum value increased from below 20% in 2007 to almost 30% 

in 2011. Although this has only a slight impact on the overall standard deviation (from 0,20 to 0,19), it 

may indicate a tendency among the banks who are the least compliant with voluntary 

recommendations to follow their peer group. The results are less ambiguous when it comes to whether 

board have a separate risk committee. As discussed in section 5.2 Board composition and committees, 

we observed a sharp increase in conformity in our sample following the crisis: starting around 50% in 

2007, the full sample had separate risk committees in 2011. Moving on to compensation and to cash 

bonus as a share of total compensation, we note how the standard deviation of the variable decreased 

from 0,21 in 2007 to 0,12 in 2011 along with a steep downward movement in the maximum value 

(from 69% in 2007 to 36% in 2011). In each of the time periods, the minimum value remained at 0% 

which means that the max-min range narrowed significantly. Finally, with a development similar to 

that of risk committees, we note how the adoption of clawback provisions accelerated across the 

sample group between 2007 and 2011. The right to retroactively recoup remuneration awards was not 

reported by any of the banks in 2003 or 2007. However, after the incidence of the crisis, more than 

two thirds of the banks had adopted such provisions; a behaviour that is consistent with theory on 

isomorphism. 

In summary, the preceding discussion reflects increased conformity and isomorphism among the 

banks following the crisis, and the tendency is noticeable in all three corporate governance categories: 

internal agency, board composition and committees, and compensation. Yet, it is only visible in our 
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data through five variables. The ability to identify increase conformity in the variables among banks, 

especially for non-binary variables, is impeded by the relatively small size of our sample. Also, it 

would be instructive to consider more qualitative variables in our survey as convergence may have 

occurred beyond what is directly observable in quantifiable factors. This may further explain why we 

are unable to present more convincing evidence of increased isomorphic change following the crisis 

although five out of the ten predictors support increase isomorphism. While not comprehensive, our 

findings indicate that isomorphism may help to further explain the changes in corporate governance 

practices observed beyond the traditional depiction of institutional pressures.  

7.6 Reverse Legitimacy 

Based on new institutional theory, new orders of reverse legitimacy before, during and following the 

crisis might further explain the changes in corporate governance practices observed in our results. As 

outlined in section 2.3.4 Reverse legitimacy, reverse legitimacy concerns the ability of organizations 

which reach a certain point of establishment or size to exert pressure on its institutional environment, 

enabling these organisations to legitimise their own underlying formal and informal institutional 

structures. Riaz (2009 p.29) argues that the success of business organizations in the finance industry 

running up to the financial crisis, helped to give their operations a “halo effect”. This, in turn, granted 

them legitimacy from formal regulatory institutions, normative institutions and cultural-cognitive 

institutions. Examples include mortgage-backed securities originators which were sanctioned through 

the Securities and Exchange Commission, the Federal Reserve’s credit expansion and inflationary 

policies and the cultural acceptance of high debt and excessive home mortgages.  

Based on the institutional pressures identified and discussed in section 6.1 Application of Analytical 

Framework and sections 7.1-7.4, we argue that the ability of banks to reverse legitimise their 

operations has fallen sharply. This is primarily driven by the financial difficulties, government bailouts 

and various public outcries against the sector’s involvement in the financial crisis. In explaining the 

changes in corporate governance practices observed in section 5. Results, the reduction in reverse 

legitimacy may clarify why banks were more susceptible to institutional pressure following the crisis. 

Accordingly, the reduced ability of banks following the crisis to exercise reverse legitimacy to gain 

support for their corporate governance practices may have made them more vulnerable to institutional 

pressure. This less stable and more adaptive position of the industry may have worked as catalysts for 

the institutional change identified in section 6.1 Application of Analytical Framework. 
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8. Conclusions  

This thesis investigates the connection between change in the institutional environment and 

governance practices in the banking sector following the financial crisis of 2008. We consider 

systemically important banks in North America and Europe at three points in time to search for 

changes in corporate governance systems and relate the developments to primarily drivers in 

regulative, normative and cultural-cognitive institutions. The analysis and the discussion build upon 

agency theory, stakeholder theory and new institutional theory, and we combine quantitative and 

qualitative findings in a method inspired by clinical research in finance. 

Our discussion revolves around three broad groups of variables within corporate governance: (1) 

internal governance structures, (2) board composition and committees, (3) executive compensation, 

and (4) ownership structure. In the first category, we note how the regulative pillar has influenced 

banks e.g. to increase disclosure and to adopt say-on-pay provisions. Given the high degree of 

complexity in bank governance, public opinions on internal governance have been heard only to a 

limited extent, and the cultural-cognitive pillar is therefore of minor importance. We observe a variety 

of stakeholders active within the normative pillar, which have opted for changes to governance 

structures, most importantly through governance codes. For example, say-on-pay has in several 

instances been introduced on a voluntary basis following recommendations from influential 

organizations. Yet, the issue is also treated by regulators in some jurisdictions and we note changes in 

the cultural-cognitive pillar which also advocate broad adoption of the provision. Our case analyses 

highlight the interconnectedness of the pillars and how the forces can become mutually reinforcing, 

which supports a holistic institutional perspective in corporate governance. 

We further note how changes in banks’ board compositions and committees coincide with 

developments in the institutional environment. Some of the changes are motivated by regulation and 

normative pressures (e.g. director independence and banking experience), but we note, interestingly, 

how other variables correspond well with what the broad stakeholder community demands. For 

example, all banks in our sample had introduced separate risk committees following the crisis, in line 

with a heightened awareness of and concern for risk-taking in systemically important banks. Thus, the 

cultural-cognitive pillar may have been effective in influencing bank governance without possessing 

any formal authority. 

Much debate has revolved around the composition of executive compensation packages over the past 

decade, and several influential normative codes have been published. Three essential facets have 

characterised the contents: (1) more equity, (2) more deferrals, and (3) a larger share as fixed base 

salary. We observe all of these in our results which indicate responsiveness among banks to normative 

pressures. Our account of the institutional changes highlights how the cultural-cognitive pillar has 

been less effective while regulators have been hesitant to interfere in banks’ internal dealings. The 
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explicit intent among many banks to comply with normative codes signals a broad concern and 

awareness of the institutional environment. Yet, different stakeholder groups act in concert and 

disregard for the interconnectedness between the three pillars may result in an overly simplicity 

perspective on the influences of institutions on banks.  

Albeit highly relevant within the overall corporate governance, the ownership structure is at banks’ 

discretion only to a very limited extent. Thereby, it differs in a meaningful way from other governance 

tools and may call for other analytical approaches. Still, concentration has increased in line with 

normative statements which advocate increased shareholder activity. Our results do not support the 

three pillar framework as an appropriate framework for explaining the change, though, as much of the 

change to ownership structures appears to be driven by the economic climate and by individual 

investors’ vested considerations. In particular, several large shareholders have entered as owners 

through significant capital injections which amount to rescue action in undercapitalised banks at the 

brink of bankruptcy. Ownership concentration is nonetheless interesting to consider in the institutional 

framework as it may constitute part of the environment and act as a catalyst for effective 

implementation of practices in other parts of the governance structure, once more stressing the 

importance of interrelated institutions.  

Relating back to our initial question, we conclude that although our findings are highly indicative, they 

provide some support for the usefulness of considering institutional change to explain development 

within firms’ corporate governance practices. It appears that the developments we observe coincide 

with the changes we identify in the institutional context, and that the subsequent pressures to comply 

with demands set forth constitute part of the explanation behind the introduction of new governance 

practices. Our case analyses underscore the importance of considering particular aspects of the 

individual bank along with changes in its institutional environment in understanding corporate 

governance regimes. In brief, some links are ambiguous, and interrelationships between stakeholder 

groups and institutional trends are hard to disentangle, but there are many changes to governance 

practices which we provide feasible explanations for by relating banks’ operating environment. 

Thereby, we find some support for the notion that rational agents are influenced by their environments 

when designing corporate governance systems, and that not only formally binding constraints and 

regulations matter. 

Our findings carry relevance beyond the banking sector and are useful as a first indication of the 

linkages between institutions and corporate governance. Hopefully, our methodology and insight will 

provide a starting point for more sophisticated hypothesis formulation going forward, for theoretical 

elaboration on the linkages between firms’ governance and their surroundings, and thereby for a more 

varied view on corporate governance research. In particular, future research should develop on the role 

of creditors in the institutional setting and on the complex topics of isomorphism and reverse 
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legitimacy which we present some support for. Further, we recommend a more thorough account of 

the adjustment process to institutional pressures in order to establish causality with better certitude. 

Finally, our tests should be applied to a broader sample over a longer time horizon to assess the 

impacts of a crisis. 
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10.2 Appendix 2 

Stock price (rebased to 100)
Date DEXB CSGN UBSN CBK DBK SAN BNP ACA GLE UCG INGA NDA BARC HSBA LLOY RBS BAC C JPM MS STT BK GS WFC Average

2002-12-31 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0

2003-12-31 109,5 150,8 126,0 127,0 141,6 100,8 122,9 127,4 121,6 109,7 109,4 86,8 126,5 125,6 97,6 107,8 113,8 133,5 144,4 138,0 128,0 131,3 141,8 121,2 122,6

2004-12-30 138,4 162,5 143,4 113,8 143,1 97,3 134,3 152,1 132,4 109,0 133,6 131,5 149,1 127,0 103,5 114,7 128,0 134,6 152,2 134,2 119,0 132,0 151,1 128,2 131,9

2005-12-31 158,6 232,0 191,8 119,5 179,3 131,7 173,3 187,1 184,0 146,4 176,6 208,6 157,7 134,1 107,3 117,7 132,0 133,8 156,2 139,5 140,8 130,2 182,4 129,7 156,3

2006-12-31 170,5 287,3 225,0 124,9 221,8 118,6 209,9 215,5 228,5 176,3 201,7 196,4 192,8 134,8 126,5 136,2 151,9 151,5 189,4 195,3 168,7 157,1 285,5 147,4 183,9

2007-12-31 137,8 223,2 151,9 71,4 188,5 103,9 180,7 153,2 169,8 143,5 153,9 242,0 129,1 119,8 102,7 86,9 114,0 79,6 164,6 121,5 209,9 195,0 294,1 117,4 152,3

2008-12-30 25,6 95,0 46,4 36,4 60,3 76,6 74,5 53,8 62,6 44,7 43,4 255,7 38,9 94,6 27,5 9,9 39,8 18,5 123,9 38,2 96,7 112,3 121,2 121,4 71,6

2009-12-31 39,3 184,0 51,8 43,5 110,9 94,4 143,3 89,2 89,2 72,5 45,0 316,1 80,1 105,2 12,7 7,2 47,9 10,0 176,1 78,5 109,6 116,4 255,1 120,0 99,9

2010-12-31 22,7 136,4 50,6 38,3 89,4 84,9 122,7 66,6 73,2 47,1 44,9 407,8 70,6 98,2 15,0 8,2 40,9 13,6 174,8 68,7 116,3 124,7 247,3 132,4 95,6

2011-12-31 2,7 72,9 34,5 14,9 63,0 94,9 74,7 28,9 29,0 19,4 32,3 373,3 44,3 70,3 5,7 4,0 15,4 7,4 131,4 36,3 100,2 79,6 130,7 114,3 65,8

Leverage (Total Equity / Assets)
Date DEXB CSGN UBSN CBK DBK SAN BNP ACA GLE UCG INGA NDA BARC HSBA LLOY RBS BAC C JPM MS STT BK GS WFC Average

2003-12-31 34,1 27,2 39,4 1,2 28,5 1,5 23,5 28,1 28,6 17,2 33,8 2,3 26,6 12,1 24,3 15,8 15,0 12,9 16,7 24,2 15,2 11,0 18,7 11,3 19,5

2004-12-30 34,1 27,2 39,4 1,3 28,5 1,5 23,5 28,1 28,6 17,2 33,8 2,4 26,6 12,1 24,3 15,8 15,0 12,9 16,7 26,5 15,2 11,0 21,2 11,3 19,8

2005-12-31 32,4 26,8 39,9 1,4 33,1 1,9 27,4 30,4 30,7 20,0 29,9 2,4 37,8 15,3 29,1 19,2 12,7 13,3 11,2 30,8 15,4 10,3 22,7 11,8 21,1

2006-12-31 30,7 21,3 42,3 1,4 47,3 1,7 26,3 32,2 28,6 19,3 29,6 3,1 36,4 14,9 23,8 18,2 10,8 15,7 11,7 31,7 14,8 9,0 22,1 10,5 21,0

2007-12-31 36,9 22,7 51,9 1,4 49,0 1,6 28,5 30,4 34,3 16,4 33,2 2,5 37,8 16,2 28,4 20,1 11,7 19,3 12,7 33,4 12,6 6,7 22,4 12,1 22,6

2008-12-30 36,9 22,7 51,9 1,4 49,0 1,6 28,5 30,4 34,3 16,4 33,2 2,8 37,8 16,2 28,4 20,1 11,7 19,3 12,7 13,0 12,6 6,7 13,5 12,1 21,4

2009-12-31 48,2 21,3 27,6 1,4 39,5 1,7 25,6 30,0 21,9 14,8 31,3 2,8 23,6 17,4 23,3 17,9 9,6 12,0 12,3 14,6 10,9 7,3 11,8 10,9 18,2

2010-12-31 52,8 24,0 27,0 1,4 37,8 1,6 23,3 30,6 22,2 13,7 26,7 2,6 23,9 15,8 22,3 18,9 9,9 11,5 12,0 12,3 9,0 7,5 11,6 9,8 17,9

2011-12-31 NA 25,5 26,8 1,4 39,6 1,8 23,0 35,0 23,1 16,9 27,5 2,4 24,0 15,4 20,8 19,8 9,3 10,4 12,3 10,7 11,2 9,5 12,9 9,3 16,9

Price / Book Value
Date DEXB CSGN UBSN CBK DBK SAN BNP ACA GLE UCG INGA NDA BARC HSBA LLOY RBS BAC C JPM MS STT BK GS WFC Average

2002-12-31 1,7 0,9 1,9 5,2 0,7 7,5 1,4 1,0 1,6 2,1 1,5 1,3 1,8 0,0 2,4 1,6 2,3 2,3 1,3 2,1 3,4 2,9 1,8 3,0 2,2

2003-12-31 1,7 1,8 2,5 5,1 1,3 7,2 1,6 1,2 1,9 2,2 2,0 0,8 2,2 2,5 3,1 1,8 2,4 2,9 1,8 2,7 3,5 3,6 2,4 3,3 2,6

2004-12-30 2,0 1,7 2,9 3,7 1,3 6,7 1,7 1,4 2,0 2,1 2,2 1,2 2,3 2,3 2,8 1,8 2,7 2,6 1,8 2,3 2,8 3,1 2,2 3,1 2,4

2005-12-31 2,1 2,1 3,8 4,0 1,7 2,9 1,9 1,6 2,5 2,6 2,5 1,9 2,3 2,3 2,8 1,8 1,9 2,3 1,3 2,2 3,1 2,7 2,3 2,8 2,4

2006-12-31 1,6 2,3 3,4 3,6 1,7 2,0 1,7 1,5 2,3 2,0 2,0 1,7 2,8 2,0 3,2 1,9 2,1 2,5 1,6 2,6 3,6 3,1 2,9 3,0 2,4

2007-12-31 1,2 1,6 2,0 1,8 1,3 1,8 1,4 1,0 1,5 1,5 1,5 1,2 1,6 1,7 2,4 1,0 1,4 1,2 1,3 1,6 3,9 3,2 2,4 2,1 1,7

2008-12-30 0,3 0,7 0,8 0,9 0,4 1,4 0,6 0,3 0,6 0,4 0,4 1,0 0,4 1,2 0,6 0,1 0,4 0,3 0,9 0,5 1,3 1,1 0,8 2,0 0,7

2009-12-31 2,2 2,0 1,5 1,2 0,9 1,6 1,0 0,7 0,8 0,7 0,6 1,4 0,7 1,4 0,4 0,2 0,6 0,3 1,2 1,1 1,8 1,3 1,8 1,8 1,1

2010-12-31 0,5 1,3 1,4 1,1 0,7 1,4 0,8 0,5 0,7 0,4 0,8 1,4 0,7 1,5 1,0 0,6 0,6 0,9 1,1 1,1 1,6 1,3 1,5 1,6 1,0

2011-12-31 0,1 0,8 0,9 0,5 0,6 1,4 0,5 0,2 0,3 0,2 0,5 1,3 0,4 0,9 0,4 0,3 0,3 0,5 0,8 0,5 1,2 0,8 0,7 1,2 0,6

Source: Capital IQ
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