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Abstract 

Corporate governance of banks has been studied in detail and this thesis will be a contribution to that 

literature. The main aim of this thesis is to study boards of directors of U.S. commercial banks and test what 

variables affect their composition, and determine if their structure changed between the years 2008 and 2013. 

The main driver is the hypothesis that something changed in board structure after the credit crisis.  

The data used is information on board and director characteristics and financial information for 29 U.S. 

commercial banks. The hypotheses formed are tested using t-tests and linear- and probit panel regressions, 

including robustness checks. The first tests done are t-tests where most characteristic changes were 

statistically non-significant, except for director age and their experience in finance and accounting, and director 

stock awards. Empirical analysis on variables affecting board size, independence, and CEO duality did not yield 

much support for the hypotheses that were formed. In the main analysis the only hypotheses that received any 

support were that board independence increases with director experience, when director experience is 

measured as the fraction of directors with experience as CEOs, and the hypothesis that the probability of CEO 

duality increases with the CEOs tenure (at the 10% confidence level). These results were further supported in 

the robustness checks and the latter hypothesis even got stronger support where the variable for CEO tenure 

was significant at the 5% confidence level. Furthermore, the year dummy variable was statistically non-

significant in all regressions, indicating that there were no changes in these board characteristics between the 

two years, as the t-test results indicated. 
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1.  Introduction 

Some consensus is about what might be thought of as best practice for boards of directors of firms, not 

necessarily only banks. The list is not very long but contains ideas that make sure the board has the power and 

independence it needs to carry out its responsibilities the best it can. First on the list is that the majority of 

every board should be composed of independent directors, that does not mean that the entire board has to be 

independent because independence comes at a cost, independent directors do not have the knowledge about 

the firm that might be necessary so having a few inside directors could thus be very beneficial for the firm. The 

independent directors should have an independent leader as well, which could be the chairman of the board or 

a leading independent director if the CEO, or other insiders, of the company holds the position of the chairman. 

This independent leader should make sure that the independent directors meet regularly without the inside 

directors where they can discuss matters of the board without the "pressure" of having the CEO or other inside 

directors watching them. The independent directors should also be in control of nominations of new directors, 

this reduces the power the CEO can have over the board and makes sure the CEO will not nominate directors 

he can have more power over. Boards have their roles and responsibilities and they should be carried out as 

best as possible, to facilitate the board to oversee these responsibilities there should be at least three 

committees, composed of independent directors. These committees are the audit committee, corporate 

governance committee, and the compensation committee. Finally, directors should be compensated for their 

work in such a way that gives them incentives to carry out their work as well as possible and that aligns their 

interests with those of the shareholders. These incentives cannot be too high since giving directors shares in 

the firm could backfire. The directors lose a part of their independence and might in fact act in their own 

benefit, not those of all shareholders (Carter & Lorsch, 2004). 

Corporate governance and board structure have been given much of the blame for the credit crisis in 2008, 

especially since risk management and related activities are in the hands of the board of directors. Erkens, Hung 

and Matos (2012) report evidence from their research on corporate governance during the crisis, that boards 

that were more independent suffered worse stock returns during the crisis because they raised more equity 

capital during the crisis. This suggests that more independent boards increased equity capital during the crisis 

to decrease the probability of bankruptcy and make sure there was adequate capital available (Erkens, Hung, & 

Matos, 2012). During the crisis, boards with strongly independent directors and boards with more financial 

experience of outside directors performed better. Financial experience measured as director tenure has as well 



 
 

2 
 

been shown to have a positive relationship with firm performance, indicating that increased firm-specific 

knowledge is important (Francis, Hasan, & Wu, 2012). Having qualified directors with appropriate experiences 

is very important for the board to be efficient and to make sure decisions taken by the board are good for the 

firm. 

The thesis is structured as follows. A discussion on the board of directors, its role and main characteristics can 

be found in chapter 2. In chapter 3 the empirical analysis is explained and its results are presented and 

discussed and finally, chapter 4 holds the conclusion.  
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2. Boards of Directors 

According to principal-agent theory, agents do not always work in the best interest of the principal. In the case 

of banks, managers are the agents and the shareholders are the principals. One way to make sure the 

managers act in the interest of shareholders is to have a board of directors (de Haan & Vlahu, 2016).In most 

cases, shareholders of public banks are many and as their numbers rise, it becomes increasingly difficult for 

them to run the bank themselves. The free-rider problem becomes more severe and expectations that all 

shareholders can be uniformly informed about matters of the bank become unrealistic (Hermalin & Weisback, 

2001).A solution to this problem, as mentioned above, is to form a board of directors that has a fiduciary 

responsibility to the shareholders and should represent their diversity. The board’s job is to monitor and advise 

the top management of the bank to make sure the interests of shareholders are met. The board of directors is 

often said to be the most important corporate governance mechanism, because of its role in monitoring and 

advising the management to ensure they meet shareholder interests (Francis et al., 2012). 

Boards of directors reflect the diversity of the owners of firms as they serve as their proxies in monitoring and 

advising CEOs and top management on the affairs of the firm. Having diverse boards can be beneficial for the 

firm since we live in a diverse and integrated society. A board composed of diverse individuals, be it gender, 

ethnicity, independence, knowledge etc., enables it to work well for the firm and take better informed 

decisions, and ask questions on the intentions of management(van der Walt & Ingley, 2003). If managers were 

allowed to make decisions on financial risk, leverage etc., and work independently from the owners of the 

bank, they might make decisions that were harmful to the shareholders because of their consumption of 

pecuniary benefits and their human capital investment in the firm. Having a qualified board is thus crucial for 

banks (Adams & Mehran, 2012; de Haan & Vlahu, 2016). 

2.1 Role of the Board 

Even though monitoring and advising are considered to be the most important roles of boards they have 

several other important responsibilities (de Haan & Vlahu, 2016). They have to approve and give comments on 

the firm's strategy, they have to evaluate the CEOs and management performance and agree on compensation 

plans, develop a succession plan for the CEO and other top managers, evaluate their own performance and 

activities, and determine if they are doing their job properly and being effective. Monitoring the CEO and 

deciding on his succession plans while at the same time advising him and developing a relationship with him 

might thus be quite complicated (Carter&Lorsch, 2004). 
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Many years ago CEOs nominated and filled their boards with directors who were his colleagues, making it 

easier for them to control the firm and the board in a manner they wanted. Those CEOs realized soon that they 

needed someone they could talk about the firm with and who could give them advice. The development of 

boards has been such that in increasing numbers, directors who can give the CEO good advice have been 

nominated to boards and the role of directors as advisers has been established. At the same time as directors 

are expected to advise the CEO, as mentioned above, they are also meant to be responsible for monitoring the 

CEO and make sure he, and management, do their job (Carter&Lorsch, 2004). 

There is no one right board composition, compensation plan, structure or role that fits all firms. Board of 

directors are as diverse as the firms they serve, but, there are some responsibilities that all boards must attend 

to, such as monitoring the company and both monitor and advise management, and to make large decisions. 

How much time and effort these responsibilities get from each board differs where and how much the firm's 

industry and complexity weighs in. To be effective in their job, directors have to agree on what course to take. 

How the relationship with the CEO should be, for example, can be important to make sure both parties have 

mutual trust in each other. Directors need to be aware of what shareholders expect from them, if it is short- or 

long-term wealth of the shareholders or is it to establish company success? To be able to be the board they 

want to be, the directors must come to a consensus on how deeply involved they want to be in company work. 

What actions and decisions of management and the CEO they want to monitor, how informed on company 

matters they want to be, and so on. Setting these guidelines about what the boards role is makes 

communication with management easier as all individuals are informed about what the board is there to do 

(Carter&Lorsch, 2004). 

2.2 Differences between Financial Firms and Non-Financial firms 

The OECD defines financial corporations in the following way 

"Financial corporations consist of all resident corporations or quasi-corporations principally engaged in financial 

intermediation or in auxiliary financial activities which are closely related to financial intermediation." (“OECD 

Glossary of Statistical Terms - Financial corporations Definition,” n.d.). 

Their definition of non-financial corporation is 

"Non-financial corporations are corporations whose principal activity is the production of market goods or non-

financial services". (“OECD Glossary of Statistical Terms - Non-financial corporations Definition,” n.d.) 
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Banks are different from other non-financial firms because of the way they are organized and their way of 

business, and it is therefore difficult to generalize governance measures for non-financial firms over to banks. 

Because of the way banks handle their business, for example by using short-term deposits to fund long-term 

loans, and the way their balance sheet is structured, they are highly leveraged. Great emphasis has to be on 

risk management and the board of directors’ role of monitoring and advising is increasingly more important. 

Risk management is also important in banks due to CEO incentives for risk taking connected to his 

compensation package, to risk incentives due to deposit insurance, and because top management incentives 

are more closely aligned to shareholder incentives (Srivastav & Hagendorff, 2016). 

One of the differences between financial and non-financial firms is that financial firms’ actions can have 

significant effect on the economy. Banks are known to be more leveraged than non-financial firms and this high 

leverage can create systemic risk, which managers do not necessarily internalize. If a big bank, for example, 

goes bankrupt the financial contagion might be big, and the economic consequences severe. This explains to 

the fact that the financial sector is more heavily regulated than the non-financial firm sector (de Haan & Vlahu, 

2016). 

Information asymmetry in banks is quite high which makes it difficult for depositors to monitor the actions of 

the managers. In addition, to protect deposit holders from losing everything they have in the bank in case of 

bankruptcy, most countries have created deposit-insurance systems to protect the deposit holders. This makes 

it very cheap for banks to fund debt and gives them an incentive to increase risk taking, since depositors will 

not bear any risk (de Haan & Vlahu, 2016).  

2.3 Structure of the Boards 

There are many variables that affect board structure and in the empirical analysis of chapter 3, hypotheses 

regarding what variables affect board structure will be tested. Before that analysis can be done, a discussion on 

board characteristics must take place. The literature on corporate governance and board structure is vast and 

there is an abundant amount of opinions on how boards should be structured and what variables there are 

that affect it. In the following subchapters characteristics such as board size, independence and diversity, and 

director characteristics such as their age, experience and workload are discussed, and how their presence on 

boards can affect firm performance.  

For complex firms, such as banks, a competent and efficient board with vast financial experience can have a lot 

to say on the bank's performance, especially in economic downturns. The most recent example of an economic 
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downturn is the credit crisis of 2008 and research has shown that boards that were more independent and had 

more financial experience performed better during the crisis (Francis et al., 2012). Differences between 

financial and non-financial firms result in different needs and requirements towards the board of directors. In 

such a heavily regulated industry as banks are in, director qualifications become very important. Because a 

bank failure can have such devastating effect on the economy, it is very important that the board of directors is 

qualified and able to do their job, especially of monitoring and advising, properly. Their incentives must be 

properly aligned with the shareholders and their knowledge on firm matters must be sufficient for them to be 

able to make proper decisions.  

2.3.1 Board Size 

Board size has been a hot topic in the governance literature although not everyone agrees on what influence 

the size of the board has on firm performance. One view is that big boards have more free-rider problems and 

thus decrease firm value. Big boards could have more problems with communication amongst board members, 

and decision making and coordination can be problematic because of the free-rider problem. Directors of big 

board's may not be able to connect with each other as well as on small boards, unprepared directors are not 

spotted as well, and groups within the board, where one group does not fulfill their roles as well as expected, 

form more easily in big boards. All of those problems may lead to less effective monitoring of the top 

management, and some have argued that smaller boards are more effective in monitoring. These problems 

might as well lead to increased power of the CEO over the board, which could harm the firm's performance. 

Yet another view is that increased number of independent directors increases firm value since they are more 

likely to criticize management and monitor them more closely (Andres & Vallelado, 2008; Carter & Lorsch, 

2004; Lewellyn & Muller-Kahle, 2012; Mehran, Morrison, & Shapiro, 2011; Wang & Hsu, 2013). On the other 

hand, others have found that firm size has a positive relationship with firm performance indicating that larger 

boards do not harm the firm (Adams & Mehran, 2012; Andres & Vallelado, 2008; de Haan & Vlahu, 2016; Ferris, 

Jagannathan, & Pritchard, 2003). 

Boards of directors for different firms do not necessarily have to be the same size, one size does not need to fit 

all. In determining the optimal size of the board, directors are added until the benefits of increased size equal 

the costs. Benefits from adding a director could for example be the experience and knowledge that the director 

brings to the board and the increased monitoring abilities of the board. Costs of adding a director to the board 

are increased risk of free-rider problems, increased risk of miscommunication, and difficulty in coordination. 

Additionally, firms with high levels of information asymmetry might have more costs than benefits from adding 
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another outside director to the board due to high costs of supplying the director with firm-specific information 

(Linck, Netter, & Yang, 2008).  

Due to how complex banks are, the pool of knowledge in big boards is valuable to the bank. A bigger board is 

also more capable of monitoring managers and distributing workload and decision making than a smaller 

board. By doing so the directors have a better chance to ask for better information from managers, leading to 

better information flow and transparency, but at the same time the directors' chance of having frank 

conversations decreases (Andres & Vallelado, 2008; de Haan & Vlahu, 2016; Pathan & Faff, 2013; Ryan & 

Wiggins, 2004). 

In a study published in 2016, Wang and Hsu looked into the relationship that is between board composition 

and operational risk events of financial institutions. The period looked at is from 1996 until 2010 and their 

results suggest that as the size of a firm increases and it becomes more complex, the probability of an 

operational risk event occurring, increases. Having a board that is able to monitor and advise management thus 

becomes more important to such a firm and they find that as board size increases, the probability of such 

events decreases, but, the relationship between board size and probability of operational risk events is not 

linear, but U-shaped. Thus, there is a point where increased board size is detrimental to the firm and adding 

members to the board does nothing but make it inefficient in its work (Wang & Hsu, 2013). Further research on 

commercial banks by Andres and Vallelado (2008) find that the relationship between board size and the 

performance of commercial banks is U-shaped. They perform a two-step system estimation which shows this 

relationship.  Adding directors to the board thus increases performance up to a point where the additional 

board members do not add value to the board and their presence becomes harmful to firm performance. 

These results underline the theory that bigger boards have more problems of coordination and communication 

and the benefits from adding a member to the board are overweighed by the costs of doing so, since as the 

size increases beyond a certain point the banks performance starts to decrease. Further results from this paper 

indicate that board independence and firm performance have a positive relationship, indicating that adding 

independent directors to the board increases monitoring by the board and the advisory performance of the 

board should increase (Andres &Vallelado, 2008). 
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Figure 1 Board Size and Female Representation 

The figure illustrates how many directors each board had in 2008 and 2013, and how many females there were 

on each board illustrates the number of board members for each board in the sample, both for 2008 and 2013. 

Additionally the number of female directors on the board was added for additional information about the 

boards.  

Figure 2 further draws together information on board sizes as it illustrates how many boards there were of 

each size in the sample. In 2008 boards with 9, 12, and 14 members were most common, and in 2013 there 

were 5 boards that had 10 members. In both years all boards had between 7 and 18 directors. 

 

Figure 1 Board Size and Female Representation 
The figure illustrates how many directors each board had in 2008 and 2013, and how many females there were on each board 

 
Figure 2 Number of Boards of Each Size in the Sample 

The histogram illustrates how many boards there were of each size in the sample used. There was, for example, only one board in 
2013 that consisted of seven directors 
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2.3.2 Director Independence 

“Independent director” means a person other than an officer or employee of the company or its subsidiaries or 

any other individual having a relationship which, in the opinion of the company’s board of directors, would 

interfere with the exercise of independent judgment in carrying out the responsibilities of a director.“ (“NASDAQ 

Marketplace Rules,” n.d.) 

Having some independent directors on the board is quite important, how many on the other hand, depends on 

the firm, its complexity, and various other factors. Independent directors serve as monitors and advisors to the 

management and the CEO, along with serving other duties and responsibilities of the board. If the board is not 

independent enough it can become a captive of management which renders the board incompetent and 

unable to perform its duties as well as possible (Carter&Lorsch, 2004). 

Having too many independent board members can be detrimental to the board. These directors do not have 

deep knowledge about the firm and its inner workings, and might not have enough understanding about the 

industry it is in as well. Especially for banks, it is very important that the directors have good understanding of 

the environment the banks operate in, and on the inner workings of the bank they sit on a board for. 

Independent directors thus have a lot to learn when they are elected on a board of a bank and rely on 

management to be the source of this knowledge. It takes time to learn about such complex companies as banks 

and, since directors often have a full time job, they might not have as much time as they need to do work for 

the boards they sit on. In the experience of 

Carter and Lorsch (2004), as they have worked 

with many boards and directors, they have 

found that on average directors spend two 

weeks per year on board work while in a study 

by McKinsey and Company (2013), directors 

report they spend 22 days on average on board 

work in 2011. Figure 3 shows results from a 

survey done by McKinsey and Company in 2016. 

Respondents were asked how many days per 

year they spent on board work and how many 

days per year would be ideal to spend on this work. The results show that from 2011 until 2015, directors 

increased the time spent on board work (Carter & Lorsch, 2004; “Improving board governance,” 2013, “Toward 

 

Figure 3 Number of Days Spent on Board Work Per Year 
Source: (“Toward a value-creating board | McKinsey & Company,” 
2016) 
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a value-creating board | McKinsey & Company,” 2016).For independent directors to get the knowledge they 

need to do their job properly in only 2 weeks a year, and do their job as directors, is a very little time. If a 

director is supposed to get a deep understanding, he might have to spend few months a year to acquire the 

proper knowledge and he should of course be compensated for that work. But compensating directors for this 

kind of work jeopardizes their independence (Carter & Lorsch, 2004; “Improving board governance,” 2013). 

In a survey of CEOs, 50% disagreed and 42% agreed that except for the CEO, all the other directors on the 

board should be independent. This illustrates that there is no clear answer to the question on how 

independent the board should be (Carter & Lorsch, 2004).  

Erkens, Hung and Matos (2012) researched the relationship between corporate governance and firm 

performance during the recent crisis. Their results indicate that increased board independence and high 

institutional ownership resulted in worse stock return during the crisis. They hypothesize that this could be the 

result of a pre-crisis pressure from independent directors and shareholders on management to increase 

shareholder value with increased risk taking, but they only find support for this hypothesis with regard to 

institutional shareholders. In their research they also look at the relationship between board independence 

and increased equity capital raising during the crisis and find support for their hypothesis that increased capital 

raising during the crisis is the driver between this negative relationship between board independence and 

negative stock returns during the crisis. This increase in equity capital led to a wealth transfer to debt holders 

from shareholders. This transfer is because equity offerings send a negative signal to the market and thus the 

market decreases their value of the firm. By increasing equity capital on the other hand, the firm decreases the 

bankruptcy risk and increases the value of debt. Therefore there is a wealth transfer from shareholders to debt 

holders (Erkens et al., 2012). 

Being called an independent director does not say anything about "how" independent that director really is. 

Directors that have served on boards for many years form ties with the firm and its management, including the 

CEOs. Directors with short tenure might be more likely to agree with the CEO than directors who have longer 

tenure, where longer tenure gives them a certain expertise on matters of the firm (Lewellyn & Muller-Kahle, 

2012). Francis, Hasan and Wu (2012) define a director to be strongly independent if he was not nominated to 

the board while the current CEO was in his position. They researched the relationship between board 

independence and firm performance during the recent financial crisis and their evidence show that increasing 

strong board independence was positively correlated with the firm's performance during the crisis. Suggesting 

that when the CEO is involved in the nominating process of directors, it weakens the board's independence. 
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Increased CEO power thus weakens the independence of directors that are nominated during his tenure, 

especially if he is involved in the nomination process (Francis et al., 2012). These results compliment the 

findings of Shivdasani and Yermack (1999). In their paper they researched how CEO involvement affected the 

nominating process of new directors. Their results give support to the hypothesis that more grey and inside 

directors are added to the board when the CEO is involved in the process than independent directors  

(Shivdasani & Yermack, 1999). 

Having a redundant amount of independent directors might harm the board's role as an advisor to top 

management. Because of the complexity of banks, insiders have more information on the banks’ way of 

business. When boards are increasingly independent, they rely heavily on management for information. When 

firms are in trouble, the boards should be able to detect the warning signs, but when the board has been too 

slow in doing that the excuses have often been that they relied on information from management and should 

thus not be blamed (Carter & Lorsch, 2004).  A recent study by Faleye (2015), finds that fully independent 

boards, where the only inside director is the firms’ CEO, have negative correlation with the firm’s performance. 

A downside to having fully independent boards, especially in complex firms such as banks, is that firm specific 

knowledge is only in the hands of the CEO, who can manipulate what information is presented and/or decide 

what information is necessary. Another downside is that when it is time for the CEO to step down, candidates 

from inside the firm will not have any board experience which could decrease board efficiency. Having a few 

insiders on the board is thus valuable, both in terms of firm specific knowledge of the board and in terms of 

firm performance (Faleye, 2015). 

When information asymmetry is low, increased board independence has been found to have a positive 

relationship with firm performance. On the other hand, when information asymmetry is high, having too many 

independent directors can hurt the board’s effectiveness. In these cases, information flow to the board 

increases which carries costs, thus, having inside directors can reduce this cost of information flow and help 

reduce the asymmetry. In the case of banks, the information asymmetry is very high because of how complex 

the inner workings and regulatory environment of banks are. This indicates that bank boards should not be too 

independent and evidence has been found that suggests that the relationship between board independence 

and bank performance is negative. Pathan & Faff (2013) argue that these results could be the reason for that 

independent directors get a nomination for other reasons than their competency, like regulatory purposes.  
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Even though inside directors can be valuable and can decrease the information asymmetry between the bank 

and the board, they may also be a double edged sword. They have a lot of valuable and important inside 

information on the bank and they have both human and financial capital invested in the bank since many 

executives have their incentive compensation plans tied to options and shares in the company. They can also 

make sure that the CEO does not introduce material to the directors that can mislead them and their presence 

reduces the pressure of having to understand every detail on every matter, on the CEO (Carter & Lorsch, 2004).  

On the other hand, since one of the board’s role is to monitor the CEO and management, they are accordingly 

monitoring themselves. This might distort the board’s purpose since inside directors have incentives to follow 

private incentives and to favor the CEO because of lack of independence from him or of fear of contradicting 

him. These directors can thus be said to be wasting their board seat (Carter & Lorsch, 2004; Delis, Gaganis, & 

Pasiouras, 2009; Linck et al., 2008). 

For the independent directors to be able to do their job properly they must have a leader of their own, if the 

chairman of the board is an insider. This leading independent 

director must make sure that the independent directors meet 

regularly to discuss matters of the board, and when there are 

more inside directors on the board than the CEO, this becomes 

even more important (Carter & Lorsch, 2004).   

John, De Masi and Paci (2016), report that in the United States, 

the fraction of outside directors in boards of banks has been 

found to be on average between 70%-85%  (John et al., 2016). 

Figure 4 shows how board independence was in 2008 and 

2013.The average proportion of independent directors of boards in 2008 was 81,7% and in 2013 it was 81,3%, 

which is not significantly different from each other. Of these independent directors, 12,71% and 17,42% were 

female in 2008 and 2013 respectively. 

2.3.3 Tenure on Board 

As mentioned above, directors spend on average 2 to 3 weeks per year on board related work. Expecting that 

independent directors get the knowledge needed to understand the industry and inner workings of the firm 

they sit on a board for in that amount of time is very optimistic. On top of that, many firms have a tenure limit 

for their directors which could mean that when a director is finally getting to a point where he is getting 

 

Figure 4 Average Board Independence 
The histogram shows the fraction of directors 
that were considered as independent in 2008 
and 2013 
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comfortable with the knowledge he has to be able to do his job as a director properly, his tenure ends and his 

abilities and talents will be eliminated from the board, right at a time where his value to the board is the most 

during his tenure (Carter & Lorsch, 2004).  

Directors with long tenures have more knowledge about the firm and the industry it is in than new directors. 

On the other hand, directors with long tenures have an attachment to the firm, its management and fellow 

directors, which could make it complicated to be truly independent. Having directors with this kind of a 

relationship with management can be complicated. Going against the CEO for example might be more difficult 

for a director with emotional attachment to him than for a new director (Carter & Lorsch, 2004). 

Having a retirement age is important for board effectiveness and quality. Having directors with high tenure and 

who are way past their retirement age on the labor market, might decrease board quality and it is thus 

important that these directors quit at some point. Arguments for a retirement age are for example that these 

directors aren't at the top of their game anymore, their networks have decreased, their experiences might be 

outdated, and these directors should be replaced with younger, more able directors (Carter & Lorsch, 2004). 

Term limits are another way to keep the board in good shape and for directors to be able to get rid of directors 

who do not do their job. A downside to term limits 

are, that considering the time directors spend on 

board work annually, it takes considerable time for 

them to get the knowledge and understanding they 

need to maximize their value on the board and 

having term limits that are too short might thus 

remove directors from boards right at the time 

when their contribution to the board is 

considerable (Carter & Lorsch, 2004). 

Figure 5 Average Director Tenure illustrates average 

director tenure for the total sample in 2008 and 

2013, where the blue column represents the year 

2008 and the orange column represents the year 

2013, and average director tenure in 2008 and 2013 where the green columns represent average tenure of 

male directors and the yellow columns represent average tenure of female directors. Average tenure of all 

 

Figure 5 Average Director Tenure 
For the total sample the blue column represents the year 2008 and 
the orange column represents the year 2013. For the other four 
columns showing tenure for the years 2008 and 2013, the green 
columns represent average tenure of male directors and the yellow 
columns represent average tenure for female directors. 
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directors in 2008 was 9,2 years compared to 9,71 years in 2013. Average tenure of male directors was 

significantly longer than female director tenure in 2013 with average tenure of male directors amounting to 

9,48 years while for female directors it amounted to 7,10 years. For 2008 there was only statistical significance 

at the 10% level. 

2.3.4 Age of Directors 

The age of the director links his experiences and his capabilities of decision making which can affect the 

outcome of the board’s decisions. The views of younger individuals 

might be relevant and valuable in the discussions and decision 

making process, even though they are more prone to taking risks. 

Older individuals’ capabilities of learning and remembering fade and 

they tend to be more risk averse and conservative. Some studies 

have also shown that female directors tend to be younger than male 

directors (van der Walt & Ingley, 2003; Wang & Hsu, 2013). 

Information on average age for the sample used can be seen in 

figure 16. The average age of women was 57 years and 58,49 years 

in 2008 and 2013 respectively, while the average age of men was 

60,83 years and 62,35 years in 2008 and 2013 respectively. 

2.3.5 Board Diversity 

Results from a survey by PricewaterhouseCoopers LLP 

from 2015 report that 39% of directors that participated 

found it very important to have gender diversity on their 

board and 30% found it very important to have racial 

diversity. In figure 7, responses to how much directors 

believed that diversity is important and leads to increased 

board effectiveness are shown. The orange bars represent 

those who believe very much, the brown bars represent 

those who believe somewhat and the pink bars represent 

those who believe not at all. In this survey, 80% of female 

directors, and 40% of male directors, responded that they 

 

Figure 6 Average Age of Directors 
The blue columns in the histogram represent 
average age of male directors and the 
orange bars represent average age of 
female directors in 2008 and 2013 
respectively 

 

Figure 7 Board Diversity 
The figure shows the percent of directors who believe very 
much, somewhat or not at all that increased diversity is 
important and leads to enhanced effectiveness respectively 
Source: (PricewaterhouseCoopers LLP, 2015) 
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thought diversity would lead to improved effectiveness. All in all, male directors were more negative than 

female directors when asked about board diversity (PricewaterhouseCoopers LLP, 2015). 

In most corporate boards, the majority of directors are white males. Female directors and directors of other 

ethnicities are a type of tokens on boards. In recent years, their appointment to boards has been increasing 

and both females and individuals of minority ethnicities are more likely to be put on board committees, which 

could be perceived as them still being viewed as tokens (Jiraporn, Singh, & Lee, 2009). Female representation 

on boards has been found to have a positive correlation to firm performance, indicating that increased board 

diversity is beneficial to the firm. A reason for this could be that female directors are thought to add to better 

problem solving by the board because of better communication skills, and, since women have to “jump 

through more hoops” to be elected to a board, they are thought of as hard working and diligent directors 

(Pathan & Faff, 2013).The appointment of female directors has increased especially in countries where gender 

quotas have been put into law (Torchia, Calabrò, & Huse, 2011). 

As can be seen in figures 8 and 9, 88% and 85% of directors were 

males in the years of 2008 and 2013 respectively, and there was no 

statistically significant change between the two years in gender 

representation. Out of all the women on the boards in 2008: 90,24% 

were independent, compared to 94,34% in 2013. 

Even though female directors have been thought of as tokens, as 

mentioned earlier, not everyone has the same view. In a study from 

2008 by Adams and Ferreira, female directorship was found to have a 

positive relationship with board effectiveness. They found that the 

likelihood that a female director had problems with attendance was 

lower than for male directors, and male directors' attendance 

problems were fewer on boards when the number of female 

directors on the board was greater. Increasing board diversity can 

thus be beneficial for board governance. They also find that boards 

with more female directors held more board meetings and that 

directors on those boards had more pay-performance incentives 

which suggests that increased female representation increases board 

monitoring. Even though their results suggest that adding female directors increases board governance, they 

 

Figure 8 Gender Distribution, 2008 
The figure shows the average fraction of 
male and female directors per board in 2008 

 

Figure 9 Gender Distribution, 2013 
 The figure shows the average fraction of 
male and female directors per board in 2013 
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found a negative relationship with board diversity and corporate performance. One of possible explanations for 

these results is that increased monitoring might be detrimental to shareholder value and adding female 

directors to the board thus decreases corporate performance. They tested this and found that only where 

shareholder rights were weak, increased female representation on the board had positive correlation with 

corporate performance. Adding female directors just for the sake of it might thus not be beneficial for the 

board, or the corporation, but when added to boards where increased monitoring or better board governance 

is needed, they can enhance value (Adams & Ferreira, 2008). 

2.3.6 CEO Duality 

CEO duality refers to the situation when the CEO of a firm also serves as the chairman of the board of directors. 

This dual role has been a topic of debate for some years. In fact, CEO duality is not a common practice 

everywhere in the world. In the United Kingdom and Australia, for example, it is certainly not common practice 

to have the individual the board is supposed to be overseeing, leading it. In the United States on the other 

hand, it is more common. Because of this common practice in the United States it is important to have a 

leading independent director to make sure the board doesn't lose some of its independence to the CEO. Having 

two individuals for these two positions doesn't necessarily mean that it is better for the firm than having only 

one person. If the leadership structure is separated the CEO and the chairman must make sure they both 

understand the role of each other and what is expected of them, if they are not sure about where the line is, 

things can become complicated (Carter & Lorsch, 2004). 

When the same individual holds both the position of CEO and chairman of the board, top management holds 

more power over the board, not vice versa as it is supposed to be, leaving the board's ability to perform its 

duties of monitoring and advising impaired. One implication of this is that monitoring of the board might not 

be as efficient as if the CEO did not serve as the chairman, since the CEO is essentially monitoring himself. CEO 

duality weakens the link between his compensation and the firm’s performance since he has more power over 

the board as its chairman. On the other hand, the compensation committee of the board can assume more 

from the CEO than otherwise and that the board can as well hold the CEO more liable to how the firm performs 

which makes them able to link his compensation more to firm performance. There are both costs and benefits 

from separating the CEO and chairman titles, the benefits from separating these two positions are reduction in 

agency costs, and separating decision control and management decreases agency costs. Having an outside 

chairman might reduce costs connected with monitoring the CEO but, at the same time, it introduces agency 

costs since this outside individual has increased power and incentives to promote his own agenda concerning 
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rent seeking, investment strategies, effort level etc., unless this individual is a big stakeholder of the firm. 

Having a separate CEO and chairman increases costs regarding information flow, since the chairman does not 

have the firm specific information the CEO has that might be beneficial for the board. In a corporation such as 

banks, the biggest stakeholder is usually the chairman since there are a lot of small shareholders and the CEO’s 

compensation package is linked to the firm’s performance (Brickley, Coles, & Jarrell, 1997; Buchholtz, Young, & 

Powell, 1998; Volonté, 2015).  

The argument that CEO duality can't work since the board’s job is to monitor the CEO so he can't lead the 

board doesn't necessarily hold water as that is not the board’s only role. On boards where independence of 

directors is large and firm complexity is high it can be beneficial to have the CEO serve as the board's chairman. 

He has extensive knowledge about the firm which he can use to help directors understand matters of the firm 

and take better decisions (Carter & Lorsch, 2004). Transferring the CEOs knowledge to the board's chairman 

can be very costly and time consuming, especially if this information is vital for the chairman's role. Having two 

individuals holding these positions can lead to agency problems and increase the difficulty in finding whom to 

blame for bad firm performance. In some firms the retiring CEO serves as the chairman of the board for some 

time after the new CEO takes over to allow the board to monitor him and for the retiring CEO to pass on 

information to him before he goes (Brickley et al., 1997). When looking at CEO duality, studies have found that 

in most firms (not only banks), when a CEO is also the chairman of the board, it is usually because of the firm’s 

succession plan. When a CEO is not the chairman of the board, it is usually because he is new and when he has 

proved himself and done a good job he will be awarded with the seat of the chairman. Furthermore, outgoing 

CEOs have vast knowledge and information about the firms operations and risk factors and can be invaluable to 

the board when a new CEO is adopting his position (Linck et al., 2008).  

CEOs that also hold the position of chairman of the board are more powerful than CEOs that do not hold this 

position, and are more likely to undercut the board’s independence, and to impair their monitoring. CEOs that 

hold this dual role are more likely to go after their own projects which often have riskier outcomes (Srivastav & 

Hagendorff, 2016). Furthermore, when the CEO holds significant power over the board he is able to nominate 

directors that he feels will not disagree with him on important matters and that he can somewhat control. As 

his tenure and power over the board increase he is also more likely to manipulate the directors' compensation 

where he will make sure that the directors' incentives to monitor and scrutinize the management decreases. 

Ryan Jr. and Wiggins III find some evidence for this, but those evidence are weak at best when they include 

firms that are family-controlled, but when they leave those firms out of the sample, their results give stronger  
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support (Ryan & Wiggins, 2004). 

Another problem with CEO duality is information transparency. When the CEO is also the chairman of the 

board he serves both the roles of an advisor and monitor. He faces a trade-off between disclosing all 

information and getting better advice, but a 

board that has better information can 

monitor better, including the CEO, which in 

turn might make him reluctant to disclose 

information he has. When the CEO is also 

the chairman, he has more power over 

whom to nominate as a director and is likely 

to use that to his advantage, for example by 

nominating a director who is less likely to 

stand against him (de Haan & Vlahu, 2016). 

In 2008 there was a statistically significant difference in board size depending on whether the CEO was also the 

chairman of the board or not. In that year, 13 boards had a CEO that was not the chairman, and 16 boards that 

had a CEO with this dual role. In 

2013 there was no statistical 

significance on board sizes. That 

year, 17 boards had a board with 

a separate CEO and chairman, 

and 12 had a CEO with the dual 

role. The average size of boards 

that had the CEO and chairman 

positions separate was 10,8 

directors with a median of 11 

while the boards that had a CEO 

that was also the chairman had 

an average board size of 13,5 

directors, with a median of 14. The size of boards with and without CEO duality in 2008 and 2013 are illustrated 

in figures 10 and 11. 

 

Figure 10 CEO Duality and Board Size, 2008 
The figure shows how board size differs when the CEO is also the 
chairman and when the roles are separated in 2008 
On average, boards where the CEO holds both positions are bigger and 
there are more boards with CEO duality than not 

 

Figure 11 CEO Duality and Board Size, 2013 
 The figure shows how board size differs when the CEO is also the chairman and when the 
roles are separated in 2013 
On average, boards where the CEO holds both positions are bigger and there are more 
boards with CEO duality than not 
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The number of CEOs in 2008 who were still CEOs in 2013 is 20, which, considering the crisis, could be thought 

of as a high number. On the other hand, the banks in the sample are crisis survivors and thus the number of 

CEOs in 2008 who were still CEOs in 2013 might not be very high since these CEOs clearly did a good job in 

steering the bank through the crisis. Out of the 29 banks in this sample, there were 11 banks where the CEO 

was the same in 2008 and 2013 and was the chairman of the board in 2008 as well, of those 11, there were 9 

CEOs that had that position in both 2008 and 2013 and served as the chairman of the board as well in both 

years. Figure 12 CEO Duality 

The histogram shows the fraction of boards where the CEO also held the position of the chairman in 2008 and 

2013 shows the fraction of boards where the CEO was also the board's chairman in 2008 and 2013 respectively. 

Figure 12 illustrates the fraction of firms where the CEO was also the chairman of the board. In 2008 and 2013 

55,2% and 41,4% of boards were led by the CEO respectively. 

In the end, it may not matter much how well informed, educated or 

willing the directors are on doing their job as well as possible, the 

effectiveness of the board depends on firm's CEO. He is the one that 

decides how well informed the board is, and how much they can 

learn about the firm, he decides how much of the boards advise he 

takes to heart and if the directors' contributions are meaningful or 

not (Carter & Lorsch, 2004). 

2.3.7 Directors Workload 

Some argue that an individual with a full time job should not be able to hold more directorships than two, 

other say three or four and yet others think the number of directorships should not be limited to a specific 

number. Opinions differ a lot when it comes to the workload of directors. Some, including directors, argue that 

by holding multiple directorships, an individual is not able to perform his duties of monitoring and advising 

properly, and limits should thus be put on how many directorships a person is able to hold. The tasks of a 

director take time and should be performed with care. The number of directorships an individual should be 

limited to holding is another issue of debate. Holding multiple directorships can signal to the firm, 

stakeholders, investors, and others that have interest in that firm, the quality of that particular director. 

Furthermore, holding multiple directorships can broaden the directors’ experience. Having a director that holds 

multiple directorships also increases the firms’ network and holding a directorship in a big firm allows the 

director to broaden his network and get him offers for more directorships. Yet others argue that holding 

 

Figure 12 CEO Duality 
The histogram shows the fraction of boards 
where the CEO also held the position of the 
chairman in 2008 and 2013 
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multiple directorships indicates that the director humors CEOs and that having a director that holds multiple 

directorships on the board is associated with excessive compensation of the CEO, which does nothing to 

reduce agency costs. Holding multiple directorships is also time consuming and individuals that over-commit 

themselves might not be as effective in their role of monitoring and advising as an individual that does not hold 

multiple directorships. Because of over-commitment, the quality and efficiency of the board decreases. One 

reason for why individuals accept multiple directorships is a feeling of importance, multiple directorship can 

thus be looked at as a type of perquisite consumption. Older directors who are close to the age of retirement 

might also be more likely to hold multiple directorships since it can be looked at as a profitable pastime before 

they retire (Cashman, Gillan, & Jun, 2012; Ferris et al., 2003; Field, Lowry, & Mkrtchyan, 2013; Volonté, 2015). 

Some consider multiple directorships to increase firm value, since firms that appoint a busy director to their 

board experience increased returns following the announcement. Cashman, Gillian and Jun (2012) researched 

director workload and firm value and found evidence that, regardless of firm size, increased business of 

directors was correlated with decreased firm value. Others have found evidence suggesting that when 

directors on a firm’s board serve on multiple boards, are less likely to fire poor performing CEOs, and that these 

firms have lower book-to-market ratios (Cashman et al., 2012). 

The financial performance of the firm affects the directors’ chances of serving on multiple boards. Directors of 

firms who are in financial distress have been found to serve on fewer boards the subsequent years, while 

individuals serving on boards of firms that have a good financial performance are more likely to attract an 

increasing number of directorship offers in the subsequent years. This suggests that director quality is tied to 

the performance of the firm since it is the role of the board to monitor and advise the management (Cashman 

et al., 2012). 

Even though busy directors are less effective monitors, they have vast experiences and are thus exemplary 

advisors. Field, Lowry and Mkrtchyan (2013) research how director workload affects performance of newly 

public firms. Their hypothesis is that since firms that are new to the market and are planning their IPO need 

more advising than monitoring for their firm, busy directors will have a positive relationship with firm value. 

Further research on their behalf reveals that this positive relationship does not hold for Forbes 500 in their 

sample, but for those firms the relationship is significantly negative. They argue that their results indicate that 

the effects of director business on firm performance, depends on where the firm is in its lifecycle and that  
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older firms, that have more need for monitoring than advising, 

and that have a larger network than new firms, do not benefit 

from busy directors (Field et al., 2013). 

As can be seen in figure 13, 16,3% of directors were considered 

busy (held three directorships or more) in 2008, while only 

10,8% were busy in 2013. One caveat must be addressed when 

considering these numbers. When data was collected, director 

business was only recorded if information on individuals' 

directorships were disclosed in the DEF-14A filing, in Marquis' Who's Who database or on nndb.com. If no 

information was available, the director was marked as non-busy. Because of this, business of directors might be 

skewed towards non-business. 

2.3.8 Background of Directors 

According to Carter and Lorsch (2004), directors they have had conversations with state that the directors they 

have learned the most from and that have been most useful in fulfilling board responsibilities are those who 

have had experience in the industry of the firm (Carter & Lorsch, 2004). 

Because the inner workings of banks and their corporate governance mechanisms are so highly specific it is 

very important that the directors have the appropriate experiences and knowledge to be able to advise and 

monitor top management adequately and efficiently. Bad governance has been thought of as one of the 

reasons banks were able to “behave” the way they did before the crisis and why they then did so poorly during 

the crisis (Andres & Vallelado, 2008; Erkens et al., 2012).  

If boards of directors are not very diversified, it can create a problem. If boards were more diversified, the 

quality of the boards work could increase and firm value might do as well. Increasing board quality has been 

argued to be difficult because of a scarcity of capable directors. As mentioned earlier, it was common practice 

for CEOs to nominate their buddies to the board which has boosted the view that boards are composed of a 

group of old, white males with vast experiences as business leaders or CEOs. In order to change this view and 

to make sure board quality is maximized, nominating committees need to widen their horizon on what 

constitutes as capable directors. An example could be to think about other director experiences than just as 

CEOs and to think about the mix of experiences the board will have when deciding on the nominees (Carter & 

Lorsch, 2004). 

 

Figure 13 Percentage of Busy Directors 
The histogram shows the fraction of directors that 
were considered to be busy in 2008 and 2013 
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When deciding on who to nominate to the board, the nominating committee must make it clear what 

attributes they want in a director. Does he have to have a good instinct and integrity, have good 

communication skills and the mental capacity to be able to understand the firm and its business? Moreover, 

what kind of a mix of directors is best for the board, and what kind of director experience is valuable to the role 

of the firm? In banks for example, having financial experience is important as well as having experience in 

accounting, and risk management experience might be valuable as well. Not all directors need to have 

experience in all fields, but there need to be some directors that do. In general it might be good to have 

someone on the board that understands the legal aspects of what the board's role is and of the matters they 

must attend to, the board must have some experience in finance to be able to understand financial reports for 

example. Having CEO experience doesn't harm either since they have experience in leading and other aspects 

of the role of the CEO, having a director with CEO experience from the same industry is also a plus. All in all, it 

depends on the complexity of the firm and what kind of a mix of directors makes the most qualified board 

(Carter & Lorsch, 2004). 

Figure 14 illustrates some interesting results from a survey from 2015. 70% of the directors that participated 

found it very important to have someone on the 

board with industry experience, 66% found it very 

important to have risk management experience 

and 41% found it very important to have 

international experience (PricewaterhouseCoopers 

LLP, 2015). According to McKinsey and Company 

(2013), director understanding of company issues 

has increased from 2011 to 2013. The number of 

directors that state they have limited or no 

understanding of company issues is decreasing, 

which can only be thought of as positive (“Improving board governance,” 2013). 

In preparation for their book, Carter and Lorsch (2004) did a CEO survey where they asked CEOs of public 

companies about their thoughts on non-executive directors. Some questions were about director 

understanding on the market, and the business in which the firm they sat on a board for was in. 98% of CEOs, 

for example, agree that outside directors must understand what it is that drives success in the business and 

81% agreed that outside directors must understand each of the major businesses of a multi-business company. 

 

Figure 14 Director Understanding of Company Issues 
Source: (“Improving board governance,” 2013) 
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In addition, 65% agreed and 28% were unsure that the board of directors needed directors that had more 

diverse background, but at the same time 40% agreed that outside directors to understand the business while 

32% disagreed (Carter & Lorsch, 2004). 

As can be seen in figure 15, most directors had experience as 

CEOs or 46,3% and 46,5% in 2008 and 2013 respectively. The 

fraction of directors with financial experience was similar, 

though a bit lower. In 2008 33,7% of directors had financial 

experience, while 41,4% had experience in the field in 2013. A 

big minority of the directors had experience in accounting, 

where 6,2% and 11,9% had experience in the field in 2008 and 

2013 respectively. 

Data for director background was found in the DEF-14A filings 

for each of the banks in SEC's EDGAR database(“SEC.gov | 

EDGAR | Search Tools,” n.d.). If it was mentioned in each 

directors' description in the filing that he/she had experience in any of the three fields looked at here, then the 

data was collected, if nothing was mentioned, it was assumed the director had no experience in these fields. An 

example could be that sometimes it is mentioned that the director was/is a CEO of a certain company, that he 

is a certified accountant etc. Because of this, there might be directors with the aforementioned experience, but 

because it was not mentioned in the filing, it is not reported and thus underrepresentation might be present. 

Most directors had CEO experience and fewest in accounting. The reason might be that those nominating the 

directors think that CEOs make the best directors. In a survey amongst CEOs, done by Carter and Lorsch (2004) 

in preparation for their book, 58% of CEOs agreed and 27% were unsure that CEOs or ex-CEOs made the best 

directors (Carter & Lorsch, 2004).  

2.3.8.1 Background as CEO‘s 

After having served as a CEO an individual’s nature can change and this experience becomes an element in that 

person’s cognitive makeup, which can both be of good use and, in some cases bad. This experience, like any 

other, changes the way this individual makes decisions. Knowing what obstacles a CEO has to overcome might 

increase that individual’s effectiveness in monitoring and individuals that share experiences are more 

empathetic towards each other’s problems. When a director, who has experience as a CEO, has to weigh in on 

 

Figure 15 Percentage of Directors with Experience 
as/in: 
The histogram illustrate how much experience the 
board has in each of the three fields. Boards have on 
average the most experience as CEOs followed by 
experience in finance 
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how the CEO, of the firm of the board he has a seat on, will be compensated, he might be more understanding 

of that CEO’s will to decouple his compensation and the performance of the firm. On the other hand, his 

experiences can be helpful since the director is more capable in negotiations, like on compensation packages 

(Buchholtz et al., 1998) 

Having the former CEO of a firm on the board can both be valuable, and detrimental. Sometimes, when a new 

CEO is taking over, the old CEO takes the role of the chairman while the new CEO is getting acquainted with his 

new role as part of a CEO succession plan (Linck et al., 2008). Having the old CEO continue on the board longer 

than that, even if he is no longer the chairman, can create tension between him and the new CEO. The old CEO 

might be reluctant to accept changes to the firm since he is, of course, biased toward decisions made during his 

tenure as a CEO, and it is harder for the board to comment on matters that were badly handled during his 

tenure which could lead to matters on company structure or organization to be kept as they are, instead of 

improving them because of fear to embarrass the old CEO (Carter & Lorsch, 2004). 

2.3.8.2 Background in Finance and Accounting 

Financial experience of directors has been a subject of many discussions, both following the view that 

director’s knowledge in finance, especially on the boards of banks is important for their qualification, and 

about their ability to understand the obstacles facing them in their jobs as directors. A study from 2011, by 

Minton, Taillard and Williamson, finds that in U.S. financial firms, few independent directors had financial 

knowledge. Because of how complicated the inner workings of banks are one would expect that independent 

directors should have more knowledge of finance to be better able to do their jobs, which, amongst other 

things, is to monitor and advise top management (Minton, Taillard, & Williamson, 2011).  

Others argue that having many individuals with financial experience might increase risk taking of top 

management which will lead to worse performance during economic downturns and have found negative 

relationships between financial expertise and firm performance during 2007 and 2008 (Minton et al., 2011).  

In their study from 2012, Francis, Hasan and Wu researched the relationship between financial expertise on the 

board and the bank's stock price performance during the recent crisis. Having directors with financial expertise 

on the board is beneficial in order to be able to monitor and advise management on financial matters. They 

found evidence suggesting that having directors with financial experience on the board had a positive 

correlation with stock price during the crisis, but this correlation only held if the directors with this experience 

were outsiders. This suggests that even though inside directors have financial experience and are as good 
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advisors as outside directors, their effectiveness might be reduced by the fact that they are insiders (Francis et 

al., 2012). In their study, Fernandes and Fich (2016), further compliment the results of Francis et al. by 

researching financial expertise on boards of banks during the crisis. They introduce a new measure of financial 

experience of independent directors based on the tenure of independent directors, arguing that their financial 

experience increases, especially their bank-specific financial experience, as their tenure does. Their results 

support their hypothesis that the internal financial experience of directors, reduced the banks' exposure to risk 

before the crisis. During the crisis period, they found that internal financial experience was positively related to 

the banks' stock return, suggesting that having directors with financial experience on the board during the 

crisis resulted in higher stock returns (Fernandes & Fich, 2016).  

Some argue that those with financial background in boards of banks understand the complex inner workings of 

the banking system and understand that because debt is cheaper for banks, because of deposit insurance, it is 

ex ante more aligned with shareholders’ interests to take more risks. In economic downturns however, this 

behavior becomes problematic. It does not necessarily have to be that because of the higher proportion of 

independent directors with financial experience on the board, the bank will take on more risk. It might also be 

that the CEO of that particular bank is more prone to taking on risks, and that particular CEO hired more 

independent directors with financial expertise (Minton et al., 2011). 

Evidence has been found that financial experience of independent directors is negatively related to the bank’s 

performance during the credit crisis but positively related to the risk taking of the bank during the same period. 

This could suggest that outside directors were more aligned with the incentives of top management, using their 

financial expertise to maximize shareholder value during the crisis, being more willing to partake in risky 

projects because of how easily they understand the instruments involved (John et al., 2016).  

In a study from 2012 by Francis et al., evidence suggested that performance of firms (nonfinancial firms) during 

the credit crisis was affected by differences in boards of directors. They found that strong independence 

(independent directors that are not as much connected to the CEO), and the number of independent directors 

with financial experience, had a positive effect on the firm’s performance during the crisis. They also conclude 

that the advising part of the board’s job during economic downturns is more important than the monitoring 

part, and directors’ financial experience plays a part because they are more able to understand financial 

information (Francis et al., 2012).  
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In a 2015 survey, 91% and 62% of directors that participated, respectively reported that they thought it very 

important to have directors with financial experience or risk management experience on the board 

(PricewaterhouseCoopers LLP, 2015). In the data used here, 33% and 42% of directors, in 2008 and 2013 

respectively, had financial experience on boards and the increase between the two years is statistically 

significant. 

2.3.9 Director Compensation 

Director compensation has not been as much in the spotlight as CEO compensation, but has important 

implications for board independence and director responsibilities. When thinking about director compensation, 

two main factors must be agreed on, how much to pay and in what form it should be. According to Carter and 

Lorsch (2004) most boards pay all directors the same amount, no matter who they are, their reputation or how 

much time they spend on board work. Boards tend to look at what others are paying their directors and then 

pay similar amounts. When deciding on how much compensation directors should get, the level must be 

defensible and it must be in accordance with the work spent on the job. How the compensation should be paid 

needs to be decided on as well. Paying compensation fully in cash is thought of as a way to protect director 

independence, and that this way directors are more likely to act according to the interests of all shareholders. 

At the time when Carter and Lorsch (2004) wrote their book, this view had changed significantly and the view 

was that directors should have their pay at risk, that is, the majority of their compensation should be in stock. 

Aligning director interests with those of shareholders has been around for almost 30 years and the idea is that 

independent directors will do their jobs better if their compensation is structured so that they will think more 

like shareholders. In the United States this view was greeted with open arms and director compensation 

developed such that directors were increasingly compensated with stock instead of cash. A downside to this 

compensation design is that it has happened, time and again, that firms manipulate their balance sheets and 

having a board that has a lot of stocks can thus interfere with the relationship between independent and inside 

directors. Owning a lot of stock makes directors think more about their own interests and gives an incentive for 

the directors to go along with managers that manipulate earnings because they have financial incentives to do 

so (Carter & Lorsch, 2004). 

Ryan and Wiggins (2004) find interesting evidence in their paper on director compensation. Their hypothesis 

regarding director compensation and board size, is that CEO power is more when boards are large and because 

of that, director compensation will not give incentives for monitoring, since that is not in the interest of the 

CEO. Their hypothesis is supported by their results and they find that compensation where boards are big is 
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composed of more cash payments than for small boards, where in bigger boards cash compensation represents 

55,4% and 46% for big and small boards respectively (Ryan & Wiggins, 2004).  

When looking at board composition and director compensation, Ryan and Wiggins find that boards that are 

more independent receive greater cash compensation than less independent boards, and that more 

independent boards are more likely to receive equity-based payments. Their results that more independent 

firms receive greater cash compensation supports their theory that more independent boards have more 

bargaining power. They hypothesize as well that CEOs with longer tenure have more power over the board and 

are able to influence their compensation such that they have less incentives to monitor. This hypothesis is 

supported by their results where they find that directors for firms where the CEO has a long tenure, receive 

less cash payments for meetings as retainers, and in total than their colleagues in firms where the CEO does 

not have such long tenure. They also find that directors for firms where the CEO is not entrenched receive a 

larger portion of their compensation in equity than those in firms where the CEO is entrenched (Ryan & 

Wiggins, 2004) 

Linn and Park investigate the relationship between outside directors’ compensation and firm's investment 

opportunities. They hypothesize that directors of growth firms receive a higher compensation than their 

colleagues in non-growth firms, where directors of growth firms receive a higher fraction of their 

compensation in stock, and that directors for growth firms receive a bigger fraction of their compensation in 

the form of fees for board and committee meetings. They further hypothesize that as the size of the firm 

increases, director compensation does as well. Their results provide support for their hypotheses. They further 

found that the fraction of equity based compensation increased each year in their data (from 1996-2001), and 

that the fraction of compensation from fixed components decreased each year. Their results did not show 

support for the hypothesis that directors of growth firms receive a bigger fraction of their compensation from 

fees for meeting attendance (Linn & Park, 2005). 

Results from study by Cordeiro, Veliyath and Erasmus with data from 1996 indicate that CEO compensation, 

performance of the firm, board effort, and the number of security analysts that are following the firm affect 

directors’ compensation positively. These results support their hypotheses that directors’ compensation will be 

positively correlated with board efforts (which are measured as firm sales/nr. of directors and by the firm's 

growth rate), firm performance, and how much the firm is being monitored by external analysts. In addition to 

looking at directors’ total compensation, they also looked at what affects cash and stock compensation to 

directors. They found evidence that future growth of earnings per share, reputation of the firm, board effort, 
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and inside ownership have significant effects on cash compensation of directors. For stock compensation they 

found that stock return, future EPS growth, board efforts and the firm's growth rate all had significant effects. 

EPS growth has a negative correlation with cash compensation but a positive correlation with stock 

compensation, they hypothesize that this is because compensation in industries where growth is high, will lean 

more towards stock based compensation. Board efforts are as well negatively correlated with cash 

compensation but the reverse holds for stock compensation. They find no evidence that firm size has any effect 

on director compensation, which is contrary to what Ryan and Wiggins (2004) found (Cordeiro, Veliyath, & 

Eramus, 2000; Ryan & Wiggins, 2004). 

Brick, Palmon and Wald (2006) researched the link between director compensation, CEO compensation and 

how the firm performs. They found a positive relationship between director and CEO compensation and further 

hypothesize about the reason for this. They hypothesize that if the relationship between future firm 

performance and excess compensation of directors and the CEO is negative, then cronyism is to blame for the 

previously discovered positive relationship between the compensation of directors and CEOs. This result would 

indicate that the performance of firm management is suboptimal and shareholder interests are put behind 

their own self-interest. If, on the other hand, there is a positive relationship between future firm performance 

and excess compensation, they hypothesize that firm complexity and risk are the primary sources for the 

positive relationship found between the compensation of directors and the CEO. The evidence they found give 

support to the former hypothesis, that excess compensation of directors and CEOs can be blamed on cronyism 

(Brick, Palmon, & Wald, 2006). 

As figure 16 illustrates, the average total compensation of 

independent directors increased significantly from 2008 

and 2013. In 2008 average total compensation was 

$97.784 but had increased to $126.077 in 2013. Stock 

awards to independent directors increased as well and 

the change was significant. In 2008 average stock awards 

to independent directors amounted to $31.835 and had 

increased in 2013, when it amounted to $45.256. In figure 

17, average annual compensation to independent 

directors per board is shown, both for years 2008 and 

 

Figure 16 Average Annual Compensation of Independent 
Directors 
The histogram illustrates the average total compensation 
and average stock awards of independent directors for 2008 
and 2013 
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2013. As can be seen, director compensation differs quite a bit between banks and the increase, in some cases, 

is substantial. 

 

2.3.10  Summary Statistics 

Table 1 summarizes statistics about the boards in the sample for the years 2008 and 2013. The last column is 

for the Spencer Stuart U.S. Financial Services Board Index from 2013, where the Index is for U.S. financial 

services in the S&P 500. As can be seen in the table there are fewer women on boards in the sample than there 

are in the board index. Average size of boards in the sample are 1,17 directors larger than in the board index. 

CEO duality is more common in the board index than in the sample, in the sample in 2013 CEO duality was in 

40% of boards compared to 60% in the board index. Directors with experience as a CEO are similar, in the 

sample and in the board index. Chairman independence is more common in the sample, where 40% of 

chairmen are independent, compared to 27% in the board index. Average director compensation is lower in the 

sample than in the board index, the average compensation has decreased, which is significantly different from 

zero, from 2008 to 2013, which could be a result of the crisis. 

 
Figure 17 Average Outside Director Compensation 
The histogram illustrates average compensation for outside (independent directors for the years 2008 and 2013 
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2.3.11 t-tests 

Before doing any regressions some t-tests were 

done to see if there was any statistical difference 

on board characteristics between 2008 and 2013. 

There were only few tests that showed statistical 

significance. T-tests were done for CEO duality, 

board independence, director experience, gender, 

age, tenure, the number of board committees and 

stock awards given to directors as part of their 

compensation. Figure 18 shows values for three out 

of four variables that had changes that were 

statistically significant. As can be seen director 

experience in finance and accounting increased 

significantly between the two years. The average 

number of directors per board with financial experience in 2008 and 2013 was 4,41 and 5,03 respectively. For 

directors with accounting experience the average number per board was 0,76 and 1,45 in 2008 and 2013 

respectively. The third variable that changed was director age. The average age of directors increased 

significantly between the two years where the average age in 2008 was 60,39 years and had increased to 61,77 

years in 2013. 

 
Table 1 Summary Statistics for Board Characteristics 
The table contains the fraction of directors with certain traits, and average board size and compensation for 2008 and 2013. 
Additionally there is comparison between these variables in 2013 for the sample and Spencer Stuart's 2013 Board Index for U.S. 
Financial Firms 
Source:(Spencer Stuart, 2014) 

Figure 18 Variables with Significant Change from 2008 to 2013 
The histogram shows the 2008 and 2013 average values of the 
three variables that changed significantly between 2008 and 2013. 
The blue column represents director financial experience, the grey 
one represents average age of directors and the orange bar 
represents average director accounting experience 
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The t-tests done for director compensation showed that an increase in the average amount of stock awards 

given to directors as a part of their compensation plan increased significantly from 2008 to 2013. This increase 

is significant both for only independent directors, and for all directors, excluding the CEO. Figure 19 illustrates 

these changes and shows that the average stock awards were $31.835 and $36.491 to independent directors in 

2008 and 2013 respectively and $45.256 and $53.676 for all directors, excluding the CEO, in 2008 and 2013 

respectively. 

 

Figure 19 Average Stock Awards to Directors 
The histogram shows the average amount directors got as part of their compensation in the form of stock awards in 2008 and 2013 
respectively. The blue columns represents only independent directors and the orange columns represent all directors, except for the 
CEO 
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3. Empirical analysis 

The following chapters contain material on the empirical analysis performed. First, the main aim of the 

research is explained and hypotheses are formed, then the data is described followed by a discussion on 

regression results and robustness checks. Finally, concluding the chapter, a discussion on limitations of the 

analysis and future work is proposed. 

The main goal is to check if board structures changed from 2008 to 2013, and what firm or board specific 

variables affect board structures. The hypotheses that got support in both the first regressions and again in the 

robustness checks are the hypotheses that board independence increases with director experience and the 

monitoring needs of the firm, and that the probability that the CEO is also the board's chairman, increases with 

the CEOs tenure. 

Quality and amount of data can be regarded as one of the reasons for weak support for the hypotheses leading 

to plenty of opportunities regarding future work. Increased data sample and the inclusion of banks from other 

countries is the most obvious next step with further research on how board governance affected banks, or 

financial firms, in different countries where the 2008 credit crisis hit the hardest. 

3.1 Aim of the Research and Hypotheses Formation 

The main objective of this thesis is to research if board characteristics of U.S. commercial banks changed from 

2008 to 2013, what changed and what factors affected these characteristics. So far the main board 

characteristics have been described, both in general and some examples that are specific for banks or financial 

firms have been mentioned. T-tests were performed for all the characteristics discussed which indicated that a 

positive change of four board characteristic variables were statistically significant, the characteristics being 

directors experience in finance and accounting, director age, and average stock awards of directors, as part of 

their compensation.  

In the following subchapters the empirical research will be explained and results presented and discussed 

followed by a discussion on limitations of the research and future work. 

3.1.1 Hypotheses 

There is some consensus in the literature that boards should not be too large and that smaller boards are more 

efficient than bigger boards, but that the right size for one firm is not necessarily the right size for another firm. 

When creating a board, directors should be added until the costs of adding another director outweigh the 
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benefits from his presence. All in all, the literature somewhat agrees that bigger boards are needed for big and 

complex firms, like banks for example (Linck et al., 2008). 

Which leads to the first hypothesis: 

Hypothesis 1: Board size is positively correlated with firm size and complexity 

Information asymmetry is quite high in banks and more monitoring of management is needed, for example 

because of how leveraged banks are. Increased leverage of banks calls for more monitoring from the board, 

and here the literature agrees that independent directors are better suited than insiders. Directors need to 

have a good understanding of the banking industry and of the inner workings of the banks they sit on a board 

for, which requires that the board holds directors with vast experiences in accounting, finance, risk 

management, and even as CEOs (Andres & Vallelado, 2008; Boone, Casares Field, Karpoff, & Raheja, 2007; de 

Haan & Vlahu, 2016; Pathan & Faff, 2013). 

Hypothesis 2: Board size is positively correlated with board independence 

Even though having independent directors is thought to be positive for boards, it comes at a cost. These 

directors have a steep learning curve ahead of them since they do not have inside information on the firm and 

its inner workings, and they rely heavily on management to pass information on to them. For complex firms 

such as banks, it is thus important to have some inside directors on the board as well. As mentioned above, big 

and complex banks need a bigger board and one of those reasons is increased monitoring needs, but those 

needs, like most things, come at a cost which have to be taken into account when deciding on the optimal size 

and independence of the board (Boone et al., 2007; Guest, 2008; Linck et al., 2008). As mentioned above, 

directors' experience is quite important. Having relevant experience increases their ability to do their job 

properly which can lead to better firm performance. The complexity of banks calls for directors with the 

appropriate experience so they are more capable to monitor and advise the CEO and management for 

example, and a well-diversified board becomes more efficient (Andres & Vallelado, 2008; Carter & Lorsch, 

2004). Which leads to the following hypotheses: 

Hypothesis 3: Board size is positively correlated with monitoring needs of the firm 

Hypothesis 4: Board size is negatively correlated with monitoring costs 

Hypothesis 5: Board independence is positively correlated with monitoring needs of the firm 

Hypothesis 6: Board independence is negatively correlated with monitoring costs 
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Hypothesis 7: Board independence is positively correlated with director experience  

When CEO power over the board increases, the CEO is likely to try to decrease board independence by 

decreasing board size, by nominating directors that he believes will not contradict him etc. The CEO gains more 

power over the board after for example, long tenure, if he also holds the position of board chairman or if his 

bargaining power over the board increases, for example when he can show that his efforts result in good 

performance of the firm (Ryan & Wiggins, 2004; Srivastav & Hagendorff, 2016). 

Hypothesis 8: Board size is negatively correlated with CEO power 

Hypothesis 9: Board independence is negatively correlated with CEO power 

For the past 30 years or so, director compensation has been aligned more and more with the interests of 

shareholders. This is thought of as increasing their incentives to take decisions that result in outcomes that are 

beneficial for the shareholders (Carter & Lorsch, 2004). 

Hypothesis 10: Board independence is positively correlated with shareholder alignment 

When firms are big and complex, like banks, the CEO has important inside information about the firm and its 

business, which is important for the board's work. His presence on the board is thus well justified and having 

him serve as the board's chairman is quite common. A downside to CEO duality is that the board is led by the 

person they are supposed to monitor and the CEO might thus hold more power over the board. When the CEO 

holds this dual role he might gain more power over the board which he can then use in his favor. One way in 

which he can use this increased power is to nominate directors that are less likely to contradict him and to 

decrease the board's independence (de Haan & Vlahu, 2016; Ryan & Wiggins, 2004; Srivastav & Hagendorff, 

2016). 

Hypothesis 11: CEO duality is positively correlated with firm size and complexity 

Hypothesis 12: CEO duality is negatively correlated with board independence 

Some firms have adopted succession plans, where the retiring CEO takes the seat of the chairman while a new 

CEO is being nominated and is still getting to know the job. This is partly done to facilitate the transitioning and 

to give the board a chance to benefit from that CEO's deep firm knowledge in the meantime (Brickley et al., 

1997). 

Hypothesis 13: CEO duality is positively correlated with CEO age and tenure 
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The motivation for choosing data from 2008 and 2013 came from the thought that something must have 

changed in board characteristics since 2008, since bad corporate governance was given a lot of the blame for 

the crisis. Enough time should have passed from 2008 until 2013 for shareholders to have tidied up in the 

boards and some significant changes would be present. One way to test for this is to have a year dummy 

variable in the regressions to check if some other factors influence board structure in 2013. 

Hypothesis 14: The year dummy variable is statistically significant in all regressions 
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3.1.2 Summary Statistics 

Table 2 summarizes the expected sign of the coefficients for each of the three dependent variables used in the 

regressions. 

In table 3 summary statistics on the independent variables used to test the aforementioned hypotheses in the 

regressions can be found, where values for each variables' average, median, standard deviation min and max 

values are presented. It is worth it to mention that board level data was collected for the years 2008 and 2013 

but the financial data used is from the years 2007 and 2012, as will be better explained in section 3.2.1. 

Information on stock ownership is taken from 10-K or DEF-14A filings, depending on availability of information 

 

Table 2 Hypothesized Sign of Regression Coefficients 
The table shows the sign that is hypothesized to be in front of regression coefficients for each of the three dependent variables 
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(“SEC.gov | EDGAR | Search Tools,” n.d.), which is filed in the subsequent year and information on outstanding 

shares and their value are thus not from December 31st, but rather from the date when the information for the  

filing was gathered. 

3.2 Methodology and Models 

In order to test the aforementioned hypotheses, two different econometric models will be used. To test 

hypotheses regarding board size and board independence a linear panel model will be used, and to test 

hypotheses regarding CEO duality a panel probit model will be used. Because the data only cover two points in 

time, and were collected for 29 different banks it was thought appropriate to use panel regressions. 

 

Table 3 Summary Statistics of Independent Variables 
The table contains information on average, median, standard deviation, min and max values of the independent variables used in the 
regressions 
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3.2.1 Data and Data Points 

To begin with data was collected on executives on all U.S. commercial banks, starting in 2008, from 

EXECUCOMP, on the WRDS website (“Wharton Research Data Services,” n.d.). From that list, 30 banks were 

chosen at random and further data on the board of directors of these banks were collected from the banks‘ 

DEF-14A and 10-K filings from SEC‘s EDGAR database (“SEC.gov | EDGAR | Search Tools,” n.d.). For a few 

variables, data was collected from different sources. The sources used were Marquis ‘Who’s Who online 

database, nndb.com and in a few cases from the banks’ own annual report. 

Financial data was collected from DEF-14A and 10-K filings, ycharts.com and morningstar.com, where data was 

only found for 29 of the 30 banks, so the bank that no data was found for was thus dropped from the sample 

(“Morningstar – Independent Investment Research,” n.d., “SEC.gov | EDGAR | Search Tools,” n.d., “YCharts: 

The Modern Financial Data Research Platform - Stock Screener, Excel Addin, Stock Charts and More,” n.d.). 

For boards of directors where directors didn’t serve the full year, those who joined the board in 2009 or 2014 

were dropped out of the sample, as were directors that left the board early 2008 and 2013 because those 

directors only served a small fraction of the year. 

One problem with the data used, is that there is survivorship bias. All the banks used in this thesis survived the 

credit crisis, and might thus have had better governance before the crisis and have not had to make many 

changes to their governance structure or board of directors. Banks that did not survive the crisis likely had bad 

governance and the structure of their board of directors might have differed from that of the banks that 

survived.  

The data on board characteristics used is from 2008 and 2013. Using data from those years was decided 

because of the credit crisis in 2008 and then 2013 was chosen because enough time had passed since the crisis 

so that the economy wouldn’t still be in as much of downturn as began in 2008. As mentioned above, the 

motivation for choosing to look at 2008 and 2013 is the thought that something must have changed in board 

governance in that time. Another thought inspired the regressions done in this thesis, what variables are there 

that affect board characteristics. Thus, the regression models thus consist of financial parameters from the 

years 2007 and 2012, key ratios for the firm from 2007 and 2012 and some board or CEO characteristics such 

as CEO tenure or age. 
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3.3 Results 

In the next three subchapters the results of regressions testing the aforementioned hypotheses are 

represented. The independent variables in the regressions are those represented in table 2, with the addition 

of a few control variables. The control variables used in the regressions are the banks' EBIT (earnings before 

interests and taxes), retained earnings and the price to book value. 

In the first one, regressions for board size are represented. None of the hypotheses regarding board size get 

any support since all the coefficients are either statistically non-significant or their signs are opposite to what 

was expected. For board independence on the other hand, two hypotheses get support. Hypotheses 5 and 7, 

indicating that board independence increases with the monitoring needs of the bank, and the boards' CEO 

experience, get support. Finally, in the regressions on CEO duality, only one hypothesis gets support, indicating 

that the probability that the CEO is also the chairman, increases with the CEO’s tenure. The support for this 

hypothesis is not as strong as anticipated since the statistical significance of the coefficient is only at the 10% 

level. In all these regressions there were other variables that were statistically significant, but their coefficients 

had the opposite sign to what was expected, giving no support the hypotheses they tested. In all the 

regressions below the year dummy variable is non-significant which is contrary to hypothesis 14, which says 

the year dummy variable will be significant in all regressions. Even so, this non-significance of the variable is 

not completely surprising since t-tests on changes of board size, board independence, and CEO duality 

reported in chapter 2.3.11 show that most changes are non-significant. 

3.3.1 Board Size 

Table 4 illustrates regression results for board size. In columns a) - e), each hypothesis is tested individually and 

in column f) all the hypotheses are tested together. In column a) the results from testing hypothesis 1, about 

the relationship between board size and firm size and complexity, is tested. The coefficient for total assets is 

negative, but for long-term debt, the number of employees, and the debt-equity ratio are positive, as 

expected. When the hypotheses are tested all together, the coefficient for the debt-equity ratio changes signs 

and only the coefficient for total assets becomes significant. The coefficient, on the other hand, is negative, 

giving no support to hypothesis 1.  

In regression b) hypothesis 2, about board size and board independence, is tested. The coefficient for board 

independence is negative and significant at the 5% level. This is contrary to the hypothesis, which suggests that 

the relationship is positive. These results do thus not support the hypothesis. Even though that is not the case, 



 
 

41 
 

it can be that bigger boards have more insider directors because of how valuable their bank specific knowledge 

is to the board, as has been suggested in the literature, for example by Carter and Lorsch 2004. Faleye (2013) 

finds evidence that board independence and firm performance have a negative relationship and Pathan and 

Faff (2015) find the same evidence using bank data. They argue that when information asymmetry is high, as it 

is in banks, the relationship between board independence and bank performance is negative, suggesting that 

having inside directors on the board is beneficial for firm performance (Pathan & Faff, 2013).  

In regressions c) and d) hypotheses 3 and 4, respectively, are tested. The hypotheses state that board size is 

positively correlated with monitoring needs, and negatively correlated with monitoring costs. In regression 3 

the coefficient for the number of committees is negative, while the coefficients for long-term debt and the 

debt equity ratio are positive, as expected. For monitoring costs both coefficients are negative, as expected. 

Even though most of the variables have the expected sign, none of them are significant, giving no support to 

the hypotheses. Furthermore, in regression f), the coefficient for the number of committees is still negative, 

the coefficient for long-term debt is still negative, but the coefficient for the debt-equity ratio has changed 

signs and is now negative. For monitoring costs, both coefficients have opposite signs, positive, which is not as 

expected. But, even in this regression, all coefficients are non-significant. 

In regression e) hypothesis 8, about board size and CEO power, is tested. The signs of the coefficients are all 

negative, as expected, except for the coefficient for CEO tenure, which is positive. Again, none of the proxy 

variables are significant, yielding no support to the hypothesis that board size is negatively correlated with CEO 

power. The hypothesis does as well not get any support in regression g), where all the variables have the same 

sign as in regression e). 

Additionally, in all the regressions done, the year dummy variables has a negative coefficient and is non-

significant, indicating that there was no change in board size that is attributable to the change of other 

variables that were not included in the regressions. Even though this gives no support to hypothesis 14, that 

the year dummy variable be significant in all regressions, it is in line with the t-tests represented in chapter 

2.3.11. In that chapter, the t-test on whether board size was significantly different between the two years was 

non-significant. 

All in all, no hypothesis got support from the regressions. The coefficient for board independence was 

significant when hypothesis 2 was tested, and the coefficients for total assets and board independence were 
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both significant when all the regressions were tested together, but in all cases the coefficients were negative, 

on contrary to what the hypotheses suggested. 

 

Table 4 Regression results - Board Size 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 
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3.3.2 Board Independence 

Results for regressions on board independence are presented in table 5. In regression a) hypothesis 5, about 

board independence and monitoring needs, is tested. Both the coefficients for the number of committees and 

long-term debt are positive, as expected, but the coefficient for the debt-equity ratio is negative. Even so, 

these coefficients are not statistically significant, giving no support to the hypothesis. In regression f), where all 

the hypotheses are tested together, all the variables keep their signs but the coefficient for the number of 

committees becomes statistically significant. This gives the hypothesis that board independence increases as 

the monitoring needs of the bank increase as well.  

In regression b) hypothesis 6, about board independence and monitoring costs, is tested. Both coefficients are 

positive, which is not as expected, but, at the same time, neither of them is statistically significant. In 

regression f) their sign changes but they remain statistically non-significant.  

In regression c) hypothesis 7, about board independence and director experience, is tested. The coefficient for 

CEO experience is positive as expected, while the coefficients for financial and accounting experiences are 

negative. In this case, only the coefficient for CEO experience is statistically significant, suggesting that that 

board independence increases as the board's CEO experience increases. In regression f) only the coefficient for 

accounting experience changes signs, but the results are the same, the coefficient for CEO experience is the 

only one that is statistically significant. These results give the hypothesis that board independence increases 

with director experience some support, which is quite obvious, since the only inside director with CEO 

experience is the CEO of the bank himself, it must be that as more directors have CEO experience, board 

independence increases. 

In regression d) hypothesis 9, about board independence and CEO power, is tested. Only the coefficient for 

CEO tenure has the expected sign, which is negative. The other three, CEO duality, CEO age, and return on 

assets, all have positive coefficients but all four are statistically non-significant. These signs do not change in 

regression f), where they are all statistically non-significant as well. 

Finally, in regression e) hypothesis 10, about board independence and shareholder alignment, is tested. The 

coefficient has a negative sign, both in regressions e) and f), but only statistically significant in regression e). 

These results suggest that as director shareholder alignment increases, board independence decreases. Here, 

board independence is measured as the fraction of independent directors on the board. The literature has 

suggested that as independent directors hold more stock for example, as an instrument to increase 
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shareholder alignment, they are likely to think more about themselves than all shareholders, decreasing their 

independence (Carter & Lorsch, 2004). 

Even though the coefficients for CEO experience in regression c), for shareholder alignment in regression e) and 

for the number of committees and CEO experience in regression g) are all significant, only hypotheses 5 and 7 

get some support. The coefficient for shareholder alignment, even significant, does not have the expected sign.  

The year dummy variable's coefficient does not always have the same sign, in regressions a), d) and f) it is 

negative, and positive in the others. Additionally the coefficient is never statistically significant, indicating that 

changes in board independence are not attributable to change in other variables that were not included in the 

regressions. These results go in the opposite direction of hypothesis 14, the same as in the regressions above, 

for board size. Like for board size, a t-test was done to see if there was any significant change in board 

independence between the two years but any changes were non-significant.  

Even though coefficients for three different hypotheses are statistically significant in the regressions, only two 

hypotheses get support since the coefficients had the expected sign. For the third hypothesis, the coefficient 

had the opposite sign. Hypothesis 5 that board independence increases with bank monitoring needs got some 

support in regression f) where the coefficient for the number of committees of the board was significant. 

Hypothesis 7 also got support, both in regressions c) and f), giving support to the hypothesis that board 

independence increases with the board's CEO experience. Hypothesis 10 did not get support since the sign of 

the coefficient was negative. 
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Table 5 Regression Results - Board Independence 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 
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3.3.3 CEO Duality 

Regression results for CEO Duality are presented in table 6. In regression a) where hypothesis 11, about CEO 

duality and firm size and complexity, is tested, the coefficients for total assets and long-term debt are both 

negative, which is not expected, but the coefficient for the number of employees is positive. Only the 

coefficient for total assets is significant but when all the hypotheses are tested together, in regression d), the 

coefficient loses its significance. These results suggest that as firm size increases, the probability of the CEO 

also being the chairman, decreases. This is contrary to the hypothesis that says that as firm size increases, the 

probability that the CEO is also the chairman increases.  

In regression b), as in regression d), where hypothesis 12 about CEO duality and board independence is tested, 

the coefficient is positive, which is contrary to what is hypothesized. The coefficient is as well non-significant, 

giving no support to the hypothesis that as board independence increases, the probability of CEO duality 

decreases.  

In regression c) hypothesis 13, about CEO duality and CEO power, is tested. The sign of the coefficient for CEO 

age is negative, but the coefficient for CEO tenure is positive as expected. Only the coefficient for CEO tenure is 

statistically significant, but at the 10% confidence level. This gives the hypothesis that as CEO power increases, 

his probabilities of holding the position of board chairman as well, increases. In regression d) the coefficients 

have the same sign as in regression c) and their significance does not change.  

The coefficient for the year dummy variable is always negative but, as in the regressions for board size and 

board independence, it is not statistically significant, indicating that the probability of CEO duality in 2013 is 

neither more or less than in 2008. Again, giving no support to hypothesis 14. This non-significance is, on the 

other hand, in line with the results of the t-test mentioned in chapter 2.3.11. Any changes in CEO duality 

between 2008 and 2013 were non-significant. 

In these regressions the coefficients for total assets in regression a) and CEO tenure in regressions c) and d) are 

all significant, even though the variable for CEO tenure is only significant at the 10% level. In regression a) the 

coefficient of the other variables do not have the sign expected resulting in no support for the hypothesis that 

as firm size increases, the probability that the CEO is also the board chairman increases. The coefficient on CEO 

tenure, on the other hand, does have the sign expected but since it is only statistically significant at the 10% 

confidence level its support to the hypothesis that the probability of the CEO also being the board chairman 

increases with his tenure, is not as strong as if the significance level were lower. 
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Table 6 Regression Results - CEO Duality 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 
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3.4 Robustness Checks 

As mentioned above, for robustness checks, the control variables in the regressions were changed. In these 

regressions the control variables are the banks' income, deposits and the book value per share. Other than new 

control variables, the regressions are the same as before. 

All in all results were more or less the same. Evidence giving support to hypotheses 5, 7 and 13 was found in 

these robustness checks, the same as in the regressions in chapter 3.3, indicating that not rejecting them is 

correct. 

3.4.1 Board Size 

In table 7 results from robustness checks for board size are presented. The variable for the number of 

employees becomes significant, both in regressions a) and f), the variable for total assets becomes significant in 

regression a) and the variable for board independence loses its significance in regression f). Hypothesis 1 gets 

increased support in the robustness check regressions, other than that, the results are the same as before.  
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Table 7 Robustness Checks - Board Size 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 
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3.4.2 Board Independence 

Results from robustness checks of board independence are reported in table 8, and from these results it can be 

seen that they are mostly the same as before, yielding added support to hypothesis 7, that board 

independence increases with director experience, and when all hypotheses are regressed together, hypothesis 

5 gets stronger support with long-term debt becoming significant (at the 10% level). 
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Table 8 Robustness Checks - Board Independence 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 
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3.4.3 CEO Duality 

In table 9 the robustness check results for CEO duality are presented. Overall there is no change in regression 

results, except for stronger significance of CEO tenure. This gives hypothesis 13, that as the CEO's tenure 

increases, his probability of becoming the board's chairman increases as well, heightened support.  

 

Table 9 Robustness Checks - CEO Duality 
In the table the value of the coefficients and the p value for the coefficients are illustrated 
a) and b) represent significance at the 5% and 10% confidence level respectively 

3.4.4 Further Regression Results 

Further regressions were performed and significant results from these regressions will be discussed. No 

squared variables were used in the regressions or robustness checks reported in the sections above. In other 
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regressions performed, squared variables were added to the models, testing to see if the relationship between 

any of the dependent and independent variables is not linear as has been expected. Results regarding board 

size show that the relationship between board size and CEO power, when proxied as ROA, is non-linear. In the 

regression results presented in the sections above, the coefficient on ROA is negative and only significant in 

regression e) of the robustness checks. The sign of the coefficient is still negative in all the further regressions, 

but the sign of the squared coefficient is positive. This indicates that the relationship between board size and 

CEO power, when proxied by ROA is U-shaped, that is, that as CEO power increases, board size decreases until 

ROA reaches a certain value, then, as CEO power increases even further, board size starts to increase again. 

These results hold when the hypothesis is tested alone and along with all the other hypotheses, with both sets 

of control variables. 

Another non-linear relationship was found, between board independence and director CEO experience. In the 

regression results reported above the relationship between board independence and CEO experience was 

positive and statistically significant, supporting the hypothesis that board independence increases with director 

experience. These further regression results show that this relationship is in fact non-linear and has an inverted 

U-shape. The sign of the coefficient for CEO experience is positive and significant in all unreported regressions 

while the coefficient for the squared variable is always negative and significant. This indicates that as the 

board's CEO experience increases, board independence increases as well, until at some point, board 

independence starts to decrease.  

Other variables that were used as proxies for CEO power and director experience did not behave in this way, 

suggesting that these results depend on how CEO power and director experience are measured but do not say 

anything significant about the relationship between CEO power, director experience and board size or 

independence itself. 

3.5 Limitations and Recommendations for Future Work 

There are some limitations to the empirical analysis that must be addressed. The first one being the amount of 

data used. In the sample, information on 29 U.S. commercial banks was collected for two data points. The 

number of banks is thus very small and could explain the limited support the hypotheses got in the regressions. 

Having a bigger sample might thus improve the regressions and strengthen the correlation between the 

variables.  
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Only data for banks that survived the crisis was used, which biases the results toward survivors and gives no 

indication on how board structure of banks that did not survive the crisis was.  

Limitations regarding data are for example the fact that all data was handpicked from DEF-14A and 10-K filings 

from EDGAR, the SEC's database(“SEC.gov | EDGAR | Search Tools,” n.d.). Even though these are standard 

filings that must disclose certain information, they are not uniform, resulting in more data availability for some 

banks. Information on directors' past experience, other board's he is sitting on and even on independence was 

in some cases hard to find, making the quality of the data less than hoped for.  

Financial information on the firms was in some cases found in the 10-K filings and in some cases on 

ycharts.com and morningstar.com(“Morningstar – Independent Investment Research,” n.d., “SEC.gov | EDGAR 

| Search Tools,” n.d., “SEC.gov | EDGAR | Search Tools,” n.d.). It would have been preferable to have gotten all 

financial information in one place, but availability and time constraints did not make that possible. Information 

on stock awards and shares outstanding were collected from the DEF-14A and 10-K filings, which are published 

in the beginning of the subsequent year, where share value and the number of outstanding shares come from 

the date when the filings are made, not from 31st of December of the year studied. 

All these shortcomings are thus worth working on in future work, making the research stronger and more 

reliable. Having a bigger data sample is the most obvious way to start. Only having a sample of U.S. commercial 

banks, even though it is interesting, is not as interesting as including banks from other countries. Looking at 

banks in countries the credit crisis hit the worst, can be very interesting and even comparing board structure 

and corporate governance to countries where the crisis did not hit as hard could be enlightening. This 

comparison could be hard to do because of different laws and regulations in each country, but might be worth 

the shot.  
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4. Conclusions 

From the discussion and empirical analysis above, it is quite obvious that creating an efficient, well diversified, 

well aligned, and competent board is reasonably hard, maybe even impossible. After the credit crisis in 2008 

and all the criticism and amount of blame that board governance has been subject to, the inspiration for this 

thesis was the thought that if bad governance was one of the main reasons for the crisis, something must have 

been done after it, and board structure changed. To be able to test for this, the main characteristics of a board 

of directors was discussed to get a deeper understanding on how these attributes affect the firm. The next step 

was to perform t-tests to see if any changes that might have been between 2008 and 2013 were statistically 

significant, but results did not confirm that. The only variables that had any significant change were director 

financial and accounting experiences, average age and directors stock awards. The next step was thus to form 

hypotheses about what firm or board specific variables affect board structure and testing to see if these 

hypotheses get any support by forming models. Linear panel regression and probit panel regressions were then 

performed. The regression result only showed support to the hypotheses that board independence increases 

when director CEO experience and the firm's monitoring needs increase, and that the probability that the CEO 

also holds the position of the board's chairman increases with his tenure. These results got further support in 

robustness checks that were performed by changing the control variables. The results, from all regressions and 

robustness checks, showed no significance of the year dummy variable, giving no support to the hypothesis 

that there was some change in these characteristics between the two years. On the other hand, these results 

are not very surprising since the results from the t-tests were not significant for most of the variables.  

It is clear that further work is needed on these hypotheses with a larger and better sample.  
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