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Abstract 
Corporate governance research concerning the board of directors has traditionally 

focused mainly on how effectively board directors monitor the firm’s management. Less 

attention has been given to the second important function of the board: the provision of 

expertise and knowledge. In order to investigate how stock market participants value this 

function, Fich (2004) studies whether investors react differently depending on the 

appointed director’s background. Previous wealth effect studies treating all appointees as 

a homogenous group fail to establish a significant stock market reaction. Fich, however, 

finds that the market does seem to discriminate between board directors. Specifically, she 

finds that investors generally favor financial executives over other directors from other 

professional backgrounds. She does not, however, set out to explore this phenomenon.  In 

this study I will attempt to bring clarity to this matter. Using an event study, I investigate 

39 director appointments where commercial bank executives are nominated to the boards 

of non-financial firms in the United States for the period 1990-2004. I find a significant 

effect on the share price of the non-financial firms on the announcement date; the average 

abnormal return is 0.80 % and significant at the 5 % level. Using cross-sectional 

regression analysis, I further investigate two potential explanations for the observed 

attractiveness of commercial bank executives– their specific debt market expertise versus 

a more general contribution as non-affiliated firm monitors. I find some support that the 

observed appreciation is influenced by the non-financial firm’s need for debt market 

expertise.  
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Introduction 

 

The board of directors serves a critical role for a company’s shareholders in monitoring 

firm management. Therefore, it is not surprising that board failures often have very 

dramatic consequences. Recent company collapses – such as Enron and Parmalat – have 

made the investing public harshly aware of the consequences of inefficient boards.  

 

In view of this, it is not surprising that academic research has given much attention to the 

question to what extent the board of directors actually fulfills its monitoring function. A 

large number of board characteristics – such as, the number of directors, the proportion of 

outsiders, and the number of additional directorships per board member – have been 

studied to see to what extent they influence the firm performance. 

 

Less attention, however, has been given to the second important function of the board – 

its advisory role. Fama and Jensen (1983) emphasize how important it is that the firm is 

able to nominate outside directors; 

 

“…with relevant complementary knowledge: for example, outsiders with 

expertise in capital markets, corporate law, or relevant technology who provide an 

important support function to the top management in dealing with specialized 

decisions.” 

 

A special kind of assistance that is of considerable interest to firms is help with financial 

issues. Most firms face an ongoing challenge in securing necessary financing needed to 

run everyday operations. In view of the fact that most companies rely on loan financing 

to some degree, it is reasonable to assume that debt market expertise is especially sought-

after.  



 5

Purpose 

The overruling purpose of this study is to investigate how shareholders value the 

contribution from having a commercial bank executive on the board of a non-financial 

firm. I will attempt to answer the question whether their debt market expertise makes 

these executives especially attractive. 

 

Specifically, the purpose of this study is twofold: 

 

• To study the stock market reaction to announcements that a bank executive will join 

the board of a non-financial firm 

and, 

• to analyze to how the magnitude of this reaction is influenced by different 

characteristics of the non-financial firm that are typically considered important for 

its creditworthiness and its ease of access to loan financing. 

 

I doing this, I will bring together two previously separated areas of research – the 

previous event studies measuring the general stock market reaction to director 

announcements and the previous cross-sectional studies investigating a firm’s 

creditworthiness and its associated likelihood of having a bank executive on the board. In 

this study, I will take a new approach and attempt to relate the magnitude of the stock 

market reaction directly to the current credit situation of the receiving firm. 

Delimitation 
An important delimitation of this study is in terms of geography. I choose to study the 

U.S. market – all firms are listed on either the NYSE or the Amex. An alternative 

approach would be to carry out this type in a worldwide setting. However, by 

concentrating on the U.S. market I do not only gain easier access to news releases and 

stock price data – I also obtain a sample of firms that are more homogeneous in terms of 

accounting standards, regulatory framework and general market conditions. 
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Contribution 
Historically, one issue that has received special attention in academic research concerns 

the motive for the presence of bank executives on boards of non-financial firms. Initially 

many researchers claimed that bank executives merely sat on the boards of non-financial 

firms to monitoring the bank’s lending relationships. According to this view, bank 

executives were only concerned safeguarding money lent to these firms. Increasingly, 

however, other researchers begun to argue that the bank executives were not primarily 

concerned with the interests of their employers but rather performed a genuinely 

important function for the non-financial firm by providing debt market expertise that 

could be used in negotiations with any potential lender. Hopefully, the results of this 

study will help to bring clarity to this controversy. 

 

The effectiveness of board directors selected from outside a company versus directors 

selected from within is a topic that also has received much attention in academic studies. 

Most of these studies have concluded that outsiders, being non-affiliated with firm 

management, are able to monitor firm management more efficiently than insiders. As a 

consequence of this observation, I also have to control for the possibility that stock 

market participants react positively solely due to the fact that an ‘outsider’ will join the 

board of directors – rather than focusing on the special debt market expertise of this 

individual. By controlling for this possibility, I hope to better discern the true attitude of 

the investing public towards debt market professionals as outside directors. 

Outline 
Initially, the theoretical framework and the relevant previous research will be presented. 

Proceeding in a top-down fashion, the reader will first be introduced to the general 

theoretical framework for the board of directors and then there will be a presentation of 

previous studies that have investigated the topic of finance professionals as outside 

directors specifically. Thereafter, I will present the hypotheses of this study as well as the 

methodology used to test them. The next section presents the empirical findings – the 

general stock market reaction results and the impact of the receiver firm’s 

creditworthiness. Finally, I will discuss these empirical findings and suggest potential 

topics for future research. 
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Theoretical Framework and Previous Research 

 

This section will introduce the reader to the role of the board of directors. Thereafter, it 

presents the most influential empirical findings on how the stock market views the work 

of the board of directors. Special attention will also be given to previous studies that have 

examined the special case of finance professionals as outside directors. 

The Role of the Board of Directors 

In accordance with Fama and Jensen (1983) and Booth and Deli (1999), I will distinguish 

between two general functions of the board of directors – monitoring and expertise. 

Monitoring 

In the classical market environment as described by Adam Smith (1776), monitoring of 

firm management is not a major concern. In Smith’s model of the economy, persons 

representing both the owner and the manager – so-called ‘owner-managers’ – ensure 

efficient use of resources. Acting out of self-interest, managers will automatically attempt 

to maximize firm profit since this will also maximize their personal wealth as the 

principal owners. As a consequence, there can be no conflicts of interest. 

 

In a modern setting, however, the situation is quite different. Jensen and Meckling (1976) 

note that the management of modern corporations is generally carried out by professional 

managers that are not the principal owners of the firm. This separation of ownership and 

control inevitably leads to a risk of a ‘principal-agent’ conflicts, since the objectives of 

the managers (the ‘agents’) may not necessarily coincide with those of the owners (the 

‘prinicipals’).  

 

Adding to the problems, Fama (1980) notes that modern corporations also generally do 

not have a dominant shareholder. Rather, modern corporations are frequently 

characterized by a diffuse ownership structure and are therefore inescapably plagued by 

the so-called ‘free-rider’ problem – no individual shareholder has sufficient incentives for 

engaging in direct monitoring of firm management. Consequently, there is a risk that the 
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firm may suffer from insufficient internal management control which could lead to a 

situation where managers are pursuing personal objectives rather than profit 

maximization.  

 

To overcome this problem, modern corporations have invented the construction of the 

board of directors as a low-cost method of disciplining management. Hermalin and 

Weisbach (2001) consider the board of directors to be a ‘second-best solution’ – that is, 

the board represents a market solution to an organizational design problem.  

Expertise 

Much of the academic research on board effectiveness has focused on examining how 

successfully the board performs its intended monitoring function. Fewer researchers, 

however, have investigated to what degree board directors provide expertise that could 

help managers run operations more effectively. 

 

Nevertheless, there are some studies that have looked into this advisory role performed 

by outside directors. Vance (1978), for example, studies a sample of manufacturing firms 

and observes that outside directors regularly supply valuable technical skills and related 

know-how. Kesner (1988) emphasizes that outsiders, as compared to directors appointed 

from within the company, typically bring a broader range of experiences thanks to their 

contact with other companies and industries and their regular interaction with other 

management teams. 

Wealth effects of director appointments 

Rosenstein and Wyatt (1994) 

Using an event study methodology, Rosenstein and Wyatt (1994) examine the wealth 

effects of board overlap announcements for firms listed in the United States. They 

examine the stock market reaction to 124 announcements in the Wall Street Journal for 

the period 1981-1985 in which an officer of a public corporation joins the board of 

another.  
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Generally, they find that the sender firms whose executives are being appointed directors 

of other firms suffer significant negative abnormal returns immediately following the 

announcement. Rosenstein and Wyatt interpret the results as an indication that market 

participants believe that the added duties of taking on an outside directorship is likely to 

distract corporate officers from running the daily operations of their employers. Rather, 

these officers are viewed as signaling their value and availability to other firms.  

 

Rosenstein and Wyatt then continue by studying the receiver firms that receive these 

outside directors. For these receiver firms they are unable to find any noticeable stock 

market reaction – the abnormal returns following the appointment announcement are 

insignificantly negative. 

Perry and Peyer (2003) 

Drawing on the findings of Rosenstein and Wyatt, Perry and Peyer (2003) investigate the 

stock market reaction to announcements of new directorships between 1994 and 1996. 

The sample used in this event study consists of a total of 349 announcements for sender 

and receiver firms whose shares are publicly traded in the United States. Perry and Peyer 

also examine if the stock market reactions are different depending on the perceived risk 

of agency problems.  

 

Their findings suggest that investors generally react negatively when executives accept 

outside director appointments and the executive’s primary employer has a high perceived 

risk of agency problems – for example, if the executive has low share ownership, if the 

board of the sender firm does not have a majority of independent directors, or if the 

executive already holds multiple directorships. According to the researchers, investors 

view this type of situation as representative of the executive maximizing his or her 

personal gain rather than the wealth of the company’s shareholders.  

 

In contrast, they do not find that agency problems influence the stock market reaction of 

the receiver firm in a similar fashion. Instead, they find that the stock market reaction is 

mainly influenced by the receiver firm’s own characteristics. Similar to findings of 



 10

Hermalin and Weisbach (1988), they find that shareholders react more favorably to an 

addition of an outside board member when the firm has experienced low prior 

performance. 

Rosenstein and Wyatt (1990) 

Rosenstein and Wyatt (1990) investigate the subject of board independence. They note 

that although there is no law requiring firms to have independent boards, the NYSE and 

the NASDAQ require companies whose stock is traded on their exchanges to have at 

least two outside directors on their corporate boards. This requirement suggests that some 

unaffiliated monitoring is considered necessary to safeguard or advance shareholders’ 

interests. 

 

Rosenstein and Wyatt find support for this conjecture – investors generally prefer outside 

directors to those nominated from within the company. Using event study methodology, 

they find that there is a significant 0.2% increase in the stock prices following the 

announcement of an outside director appointment. They note that this finding is in line 

with the theoretical framework presented by Jensen and Meckling (1976) and Fama 

(1980) which emphasizes the importance of board independence for efficient monitoring 

of firm management.  

Financial executives as outside directors 

Fich (2004) 

Fich (2004) uses an event study methodology to study whether some outside directors are 

more favorably perceived than others. She stresses the fact that earlier studies have 

largely treated all appointees as a single group without recognizing differences with 

regard to profession, age, rank, etc. 

 

Fich finds that there is indeed a difference in the stock market’s reaction depending on 

the board candidate’s background. Most relevant for this study’s purposes, Fich finds that 

executives from commercial banks are perceived to be more valuable than executives 

from other organizations. The cumulative abnormal returns for the receiver firm are 
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found to be significantly positive around the time of announcement that a commercial 

banker will join the board of directors. 

Booth and Deli (1999) 

By examining how the presence of commercial bankers on the board of directors is 

related to borrowing, Booth and Deli (1999) attempt to provide insight into the services 

commercial bankers provide to the non-financial firms. For their study they use a LOGIT 

regression model with the likelihood of having a banker on the board as the dependent 

variable.  

 

They find that the presence of commercial bankers on the board is positively related to 

aggregate bank debt. Further, they also make a distinction between ‘affiliated’ and ‘non-

affiliated’ bank directors. Affiliated bankers are those whose employer lends money to 

the non-financial firm while non-affiliated bankers are those whose employer does not 

lend money to the non-financial firm. Having made this distinction, they find that while 

the presence of non-affiliated commercial on the board is positively related to bank 

borrowing, the number of affiliated commercial bankers on the board is not.  

 

This result suggests that commercial bankers sit on the boards of non-financial firms to 

supply debt market expertise rather than to monitor lending relationships. Since bankers 

are experienced in building relationships, gathering information for credit evaluation and 

monitoring the evolution of credit markets over time, there is an understandable 

advantage for a non-financial firm to have a bank executive on the board even if it 

borrows from a bank different from the employer of that director.  

Kroszner and Strahan (2001) 

Kroszner and Strahan investigate the importance of ‘connected lending’ in the United 

States – with connected lending being defined simply as lending by affiliated banks to 

non-financials. In view of previous empirical findings highlighting the fact that connected 

lending is common in Asia (see Rajan and Zingales, 1988), Russia (see Laeven, 2001), 

and South America (see La Porta et al, 2001), Kroszner and Strahan set out to further 

investigate why connected lending only rarely occurs in the United States. 
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They reach the conclusion that U.S. banks generally consider the risk of potential 

conflicts of interest too high to engage in connected lending. Specifically, banks fear the 

risk that the bank executive – being a member of the board of the borrowing firm – might 

feel pressure to help the firm obtain too favorable lending terms. When the firm 

experiences financial distress, this pressure is likely to intensify. Consequently, there is 

an apparent risk that the connected bank will provide funding when it is not economically 

sound. So even though banks in the United States do not face any direct legal restrictions 

on board relationships between them and borrowing non-financials, they generally avoid 

lending to these firms because of the risk of agency problems.  
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Hypotheses 

 

In this section, three hypotheses will be presented that will be used to further explore the 

role of commercial bankers on the board of non-financial firms. 

 

The first hypothesis relates to the general stock market reaction following the 

announcement that a bank executive will join the board of a non-financial. Rosenstein 

and Wyatt (1994) did not find a significant stock price reaction for receiver firms in 

general. Fich (2004), however – differentiating between different backgrounds of the new 

appointees –found that the stock market’s perception of commercial bank executives is, 

on average, considerably more positive. This leads to my first hypothesis: 

 

Hypothesis 1: General stock market reaction 

The stock market reacts positively to non-financial firms announcing that a bank 

executive will join its board of directors. 

 

Secondly, the influence of the bank executive as a simple ‘outsider’ is examined. In light 

of Rosenstein and Wyatt’s (1990) finding that shareholders generally prefer outside 

directors to insiders, is it important to control for any stock price reaction that merely 

communicates a general appreciation of outside directors rather than a specific 

appreciation of debt market specialists. A number of past studies have measured the 

impact of the proportion of outsiders on firm performance. This study, however, has its 

focus on the stock market impact following the director announcements rather than the 

subsequent firm performance and will therefore take a somewhat different approach. It is 

plausible to believe that the addition of an outsider will be regarded as more 

advantageous if the current board is currently dominated by insiders. My second 

hypothesis attempts to control for the proportion of insiders of the boards and thereby 

examine to what degree the market is simply reacting to the fact that the bankers are 

‘outside’ directors: 
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Hypothesis 2: Impact of insider proportion on the board 

The stock market reaction will be more positive for firms previously dominated by 

insiders. 

 

Finally, I will examine in detail the stock market’s appreciation of the debt market 

expertise provided by bank executives. This dimension is of highest importance since the 

findings of Booth and Deli (1999) and Kroszner and Strahan (2001) indicate that 

connected lending is a rare phenomenon in the United States and that monitoring of 

lending relationships is not a major reason for the presence of bank executives on the 

board of non-financials. Supposedly, firms facing difficulties in obtaining loan financing 

should be particularly appreciative for this kind of assistance. My final hypothesis 

examines what impact firm characteristics – and specifically those that influence the 

firm’s access to loan financing – have on the stock market following the director 

announcement: 

 

Hypothesis 3: Impact of firm creditworthiness 

The stock market reaction will be more positive for firms whose credit characteristics 

make them hard for outside lenders to evaluate. 

 

To sum up, the first hypothesis will look into the general attitude of stock market 

participants towards bank executives as outside directors by studying the general stock 

market reaction following the director appointment. The second hypothesis controls for 

the event that bank executives are not seen as distinctly different from other professionals 

but are merely appreciated outside directors. The last hypothesis examines in detail the 

degree to which the market does appreciate the debt market expertise and for which 

companies stock market participants view this help to be most advantageous. 
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Methodology and Variable Definitions 

 

In this section I present the methodology employed to test the previously stated 

hypotheses. The first part deals with the event study methodology that tests the general 

stock market reaction. The second part introduces the cross-sectional regression 

methodology that will be used to analyze if and how different firm characteristics of 

receiver firms influence this market reaction. 

Event Study 

For the time-series analysis of the stock market reaction I use the event study 

methodology introduced by Fama et al (1969), and further discussed in Fama (1976) and 

Brown and Warner (1980). The essence of an event study is to assess if there are any 

abnormal returns associated with an event, that is, returns beyond those deemed normal 

according to a predictive formula. 

Abnormal Return – AR 

As the predictive formula I will use the risk-adjusted market model proposed by 

MacKinlay (1997). This model is a bit more complex than the two alternative models – 

the constant-return model and the market-adjusted-return model (see Brown and Warner, 

1980). It does, however, yield results that are better adjusted to individual security 

volatility.  

 

The daily abnormal return (AR) for a security i, at time t, is defined as the forecast error 

for that day: 

 

tmiititi RRAR ,,,
ˆˆ βα −−=  

 

The values for iβ̂  and iα̂  are extracted from the estimation period as: 
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For each day in the event window, I calculate the average abnormal return for the sample, 

AR t. This measure will be used to examine if and how the market generally reacts to 

these director appointments.  

Cumulative Abnormal Return – CAR 

To see if there are any longer-term effects I also calculate average cumulative abnormal 

returns (CARs). The cumulative abnormal return for a security is found by simply adding 

up the daily abnormal returns for the event window: 

 

∑=
2

1
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t

t
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The average CAR for all securities over the event window will be a sign of whether there 

is a durable change in market valuation in response to the announcements.  

Estimation Period and Event Window 

The estimation period is set to begin 130 days before the announcement date and end ten 

days before the announcement date. This estimation period length of 120 days 

corresponds to the time interval suggested by MacKinlay (1997) when using daily returns 

and should be long enough to yield reasonably stable estimates to be used in the risk-

adjusted market model.  

 

The event window is set to 5 days, beginning two days before the announcement date and 

ending two days after the announcement date. Hopefully, this event window will be able 

to capture any immediate information leakage before the announcement date as well as 

delayed reactions following the announcement.  
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Testing Average ARs and CARs 

The first hypothesis, concerning the general market reaction, will be tested by examining 

whether abnormal returns and cumulative abnormal returns are significantly different 

from zero. Here, I will make use of a one-sided t-test since previous research studies have 

observed a positive market reaction following the appointment of a financial executive to 

the board. 

 

Specifically, for the abnormal returns the following hypotheses will be used: 

 

0:0 =tARH  ,against 0:1 >tARH   

 

, and the following t-statistic will be used: 

 

AR

tARt
σ̂

=  

 

The corresponding hypotheses and t-statistic for the cumulative abnormal returns are: 
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The testing of abnormal returns will indicate on what day or days, if any, the market 

generally reacts to the news. Signs of any information leakage in the two days before the 

announcement or any slow adjustments in the two days following the announcement may 

also be detected by studying daily abnormal returns. The test of the cumulative abnormal 

return will indicate the significance of the market reaction over the whole event window. 
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Cross-Sectional Regression Analysis 

The stock market reaction to the director announcements can also be studied from a 

cross-sectional perspective. For my purposes, this is a good way of further examining 

why investors react in a certain way.  

The Cross-Sectional Model 

In the cross-sectional regression equation used here the dependent variable will be served 

by the announcement date abnormal return, and the independent variables will be 

represented by the different characteristics of the receiving firm. In particular, the 

independent variables will attempt to capture firm’s characteristics deemed important for 

its creditworthiness and its access to loan financing. As a control variable, a variable 

indicating board independence will also be included in the regression model to control for 

the ‘outsider effect’. 

 

Rosenstein and Wyatt (1994) made use of a similar cross-sectional regression model to 

study the impact of firm characteristics on the announcement date abnormal returns. 

However, they studied the impact of general firm characteristics – such as profitability 

and firm size – and did not focus particularly on factors assumed to be important for loan 

financing.  

 

In contrast, the LOGIT regression analyses of Booth and Deli (1999) and Kroszner and 

Strahan (2001) include such factors as independent variables – but the dependent variable 

in their models, on the other hand, represents the likelihood of the presence of a 

commercial banker on the board of the non-financial firm rather than the announcement 

date abnormal return at the time of appointment.  

 

To my knowledge, no previous study has examined if and how factors deemed important 

for a firm’s credit situation influence the stock market reaction to the announcement that 

a bank executive will join its board.  
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Variable Definition 

The independent variables to be used in the regression analysis all relate to the firm’s 

creditworthiness and therefore, hypothetically, to the firm’s need for debt market 

assistance. 

 

SIZE is an important factor since firms become less dependent on banks for credit as they 

grow. Consequently, the benefit of having a banker on the board is likely to be lower for 

large firms (Houston and James, 1995). In contrast, small firms are not only more likely 

to use bank loans for credit; they are also more likely to experience financial distress and 

therefore more risky borrowers. Further, Kroszner and Strahan (2001) observe that small 

firms tend to be younger and less well-known and therefore more difficult for outsiders to 

value. As a consequence, I expect small firms to appreciate debt market expertise more 

than large firms (i.e. an inverse relationship between size and announcement date 

abnormal return). Size is measured as the log of total assets. 

 

PROPORTION TANGIBLE ASSETS is included to measure the effect of the nature of 

assets held by the firm. Tangible assets such as plants and machinery generally constitute 

more reliable collateral for loan financing than intangible assets such as goodwill or 

patents. In addition to the increased risk of “manipulation” of values for intangibles, 

firms with high levels of intangible assets may be difficult or even impossible to 

liquidate. Firms with a low proportion of tangible assets therefore find it more difficult to 

obtain external loan financing (see for example Himmelberg and Morgan, 1995) and are 

expected to benefit more from a close relationship with a loan expert (i.e. an inverse 

relationship between proportion of tangible assets and announcement date abnormal 

return). Proportion of tangible assets is measured as the ratio of net PPE to total assets. 

 

LEVERAGE is also included as an independent variable since the capital structure of the 

firm can provide information about the value of loan financing assistance. More heavily 

indebted firms generally benefit more from the debt market expertise as well the 

certification brought by the presence of a commercial banker on the board (see Kroszner 

and Strahan, 2001). Therefore, shareholders of heavily leveraged firms are expected to 
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react more positively to the announcement of a bank executive director appointment than 

less leveraged firms (i.e. a positive relationship is expected between leverage and the 

announcement date abnormal return). The leverage ratio is defined as the book value of 

total debt divided by the market value of equity plus the book value of total debt. 

 

INTEREST COVERAGE measures a firm’s likelihood of facing financial distress and 

represents an important variable in traditional credit analysis. Firms with low interest 

coverage ratios are considered risky borrowers and therefore have more difficulty in 

obtaining loan financing. These firms should find the aid of a bank executive particularly 

advantageous in when negotiating with potential lenders (i.e. an inverse relationship is 

expected between interest coverage and the announcement date abnormal return). The 

interest coverage ratio employed here is defined as earnings before interest and taxes 

(EBIT) divided by total interest expense. 

 

INSIDER PROPORTION is the variable included to control for the event that bank 

executives are seen as just ‘outside’ monitoring officers rather than experts of debt 

financing. The higher the proportion of insiders, the more advantageous shareholders 

should perceive the addition of a non-affiliated member to the board (i.e. we expect a 

positive relationship between insider proportion and announcement date abnormal 

return). Here, I define ‘insiders’ as directors employed by the firm and ‘outsiders’ as 

those directors that are not. 

 

Including all independent variables, I end up with the following regression equation to be 

estimated: 

 

++++= )()(Pr)( 32100, iiii LeverageAssetsTangbileoportionSizeAR ββββ
 ).Pr()( 54 ii oportionInsiderCoverageInterest ββ ++  
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Data Description 

 

This section gives insight into the process used to retrieve the sample of director 

appointment announcements and the data for the involved firms. It also presents a 

summary of characteristics for the final sample. 

Data Sources 

To obtain a sample of announced banker appointments to non-financial firms, I turn to 

the Wall Street Journal’s “Who’s News” column (see also Rosenstein Wyatt, 1994). The 

Wall Street Journal is one of the most influential financial newspapers in the world and 

the ‘Who’s News’ column is especially suitable for my purpose since it presents a large 

number of first-hand announcements in a concise manner. Using the Factiva database and 

specifying the source as Wall Street Journal’s ‘Who’s News’ column I scan the 

announcements for appointments of commercial bankers to the board of non-financial 

firms during the 15-year period from 1990 to 2004. 

 

The following selection criteria are applied to retrieve the sample: 

 

1) Character of companies: 

a) The sender firm must be a commercial bank or a financial institution with 

considerable lending operations, and 

b) the receiver firm must be a non-financial firm and cannot previously have a bank 

executive on its board. 

 

2) Other events: 

No other major events should be reported during the event period surrounding the 

announcement date  

 

3) Stock return data: 

The receiver firm’s stock must be publicly traded on the NYSE or the AMEX and 
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stock return data must be available for the estimation period and the event period, 

without any missing returns. 

 

Stock return data is gathered from Reuter’s database and total stock returns are used to 

include the effect of dividends. Stock returns have also been adjusted to compensate for 

any stock splits or stock dividends. As a market proxy I use the S&P 500 Total Return 

Index since this is a corresponding total return index that is frequently used to capture the 

movements of the U.S. stock market. 

 

Accounting data needed for the receiver firms are taken from their annual and quarterly 

reports, with the main source being the SEC’s EDGAR database. 

Descriptive Statistics 

The final sample consists of 39 announcements that are further presented in Appendix 1. 

As can be seen, the receiving firms operate in a wide range of different industries. It is 

worth noticing that no receiving firm is involved in more than one appointment whereas 

many of the banks are involved in two or more appointments – appointments that 

sometimes concern the same individual. Table 1 presents key financial characteristics of 

the receiver firms. As can be seen are there apparent differences between the sample 

firms. 

 

  Mean Median Max Min 
Average sales growth 9.2% 8.7% 27.7% -15.6% 
Profitabillty 6.5% 9.5% 31.2% -56.2% 
Interest coverage 5.1 4.4 26.0 -20.0 
Total assets ($ mn) 6,401 1,395 55,272 6 
Proportion tangible assets 0.40 0.30 0.97 0.05 
Leverage 0.49 0.53 0.97 0.03 
Market value equity ($ mn) 4,465 512 30,141 141 
Proportion insiders 0.87 0.88 1.00 0.71 

 
Table 1. Financial characteristics of the firms in the sample. 

 

Clearly, the Wall Street Journal presents new director announcements for a broad 

spectrum of firms. The largest company in terms of market value of equity is oil giant 
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Texaco Inc with a total market value of over $ 30 billion. In terms of book values, 

however, the largest firm is capital-intensive AT&T Corp with total assets exceeding $ 55 

billion. In contrast, the smallest company appears minuscule: fiber-optic lens maker 

LightPath Technologies Inc has a market value of equity of $ 141 million and the book 

value of assets is only $ 6 million. Also in terms of the other firm characteristics are there 

vast differences between the sample firms and it is therefore hard to talk about an 

‘average’ sample firm. Only in terms of the proportion of insiders do the sample firms 

appear alike: insiders dominate the boards, representing between 71 and 100 percent of 

all board seats. Considering this high proportion of insiders on the boards of the receiver 

firms, it appears even more important to control for a potential outsider effect since 

shareholders reasonably would be quite eager to see any outsider join the board. 

Omitted Data and Potential Data Biases 

The initial sample consisted of 49 announcements. Five announcement events were 

excluded because the firms were privately held. Further, one company had to be excluded 

from the sample due to missing stock price data for the estimation period. Finally, four 

firms were eliminated from the sample due to missing accounting data for the time of 

announcement. Studying the ten excluded firms, I find no significant clustering in terms 

of time or industry.  

 

The exclusion of the ten firms is unfortunate, however, since the final sample is reduced 

to 39 events which will require higher critical values for the rejection of the study’s null 

hypotheses. On the bright side though, most sample firms have high trading volumes and 

therefore yield more stable regression estimates to be used in the estimating of AR and 

CAR. 

 

A potential bias relates to the selection of news for publication in the Wall Street Journal. 

It would be reasonable to assume that the editors prefer to publish director 

announcements involving large corporations since news concerning these companies 

generally interest a majority of the readers. This selection could lead to a sample size bias 

since a lot of director appointments involving smaller-size firms might be excluded. 
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Studying the ranges for sample firm size, however, it is hard not to notice the wide range 

of values. Indeed, it appears like both large and small firms are included in the sample.  
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Presentation and Analysis of the Results 

 

The presentation of the results will proceed in a top-down fashion. The first section will 

present the results of the event study conveying the message of the general stock market 

reaction to the director appointments. Thereafter, this observed behavior will be further 

explained in light of the findings from the cross-sectional regression analysis.  

Event Study Results 

The event study attempts to capture the sentiment of the investing public surrounding the 

announcements that bank executives will be joining the board of the non-financials. The 

average abnormal returns in the event window are presented in Table 2 below. 

 

Day -2 -1 0 1 2   
    
Average AR 0.24% 0.22% 0.80% -0.27% 0.43%  
t-value 0.587 0.535 1.998 -0.650 1.027   

 
Table 2. Abnormal returns for the event window. 
 

As can be seen in the table above, the market reacts favorably to the news of the new 

director. The non-financial firms’ shares gain on average 0.80 % on the announcement 

date. The corresponding t-value for this increase is 1.988, indicating that the gain is 

significant at the 5 % level.1 There are no significant abnormal returns for the other days 

in the event windows, which could be interpreted that there is no significant information 

leakage before the announcement date or delay in the market’s reaction for the days 

following the announcement. The abnormal return for day 2 is rather high though but is 

not high enough to be significant. 

 

The average cumulative abnormal return over the whole event window is 1.41 %. This 

average CAR is not significant at the 5 % level but it’s close: the p-value equals 7.0 %. In 

view of the significant abnormal return at the announcement date it appears that investors 

                                                 
1 The critical value for the 5 % significance level is 1.687 (df=37, one-sided test). 
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react quickly to the news and that the length of the event window used here may be 

overly cautious thereby detracting from the power of the test. Further, this observation of 

a quick market reaction justifies the use of the announcement date abnormal returns as 

the dependent variable in the cross-sectional regression analysis that will follow next. 

Cross-Sectional Regression Results 

The event study results concluded that investors generally react positively and quite 

quickly to the news of the addition of a bank professional to the firm’s board of directors. 

Thus, it certainly seems like investors value some feature in these directors. We are 

faced, however, with two alternative explanations. One explanation, drawing on the 

specific background of these professionals, is that shareholders expect their firm to 

benefit from the bankers debt market expertise. Market participants probably envision 

lower costs of financing for the firm. The alternative explanation is simply that market 

participants react to the fact that an outsider will be added to the board and expect that the 

future monitoring function of the board will be improved. 

 

In case the second alternative explanation is correct we would expect that the no 

independent variable except Insider Proportion would be significant. That is because all 

the other independent variables relate to the firm’s credit situation and market 

participants do not consider this dimension when evaluating the contribution of the new 

directors. If, on the other hand, the first explanation is correct we would expect one or 

more of the other independent variables to be significant. The result of the cross-sectional 

regression is presented in Table 3 below. 

 

Variable Coefficient (t-statistic) 
   
Constant 0.0200 (0.3635) 
Size -0.0002 (-0.0665) 
Prop.Tangible Assets -0.0321 (-1.7933)* 
Leverage 0.0272 (1.3270) 
Interest Coverage 0.0002 (0.2799) 
Insider Proportion -0.0735 (-0.7439) 
   
Adjusted R2 0.2173   
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Table 3. Cross-sectional regression results. (* significant at the 10 % level; two-sided test) 
 

From the table above it can be seen that the coefficient for Proportion Tangible Assets 

has a value of -1.7933, corresponding to a p-value of 8.5 %, which gives some support to 

the hypothesis that investors consider the firm’s creditworthiness in evaluating the 

director appointment. The sign of the coefficient corresponds to the theory that loan 

financing expertise is more valuable for firms with a lot of intangible assets. Still, the 

coefficient is not significant at the 5 % level. With regard to the signs for the other 

creditworthiness dimensions we find that the signs for Size and Leverage correspond to 

theory while the sign for Interest Coverage does not. Nevertheless, none of these 

variables reach any noteworthy significance level and, all in all, the model does a rather 

poor job in explaining the observed market reaction. 

 

It is worth observing also that the coefficient for the variable Insider Proportion does not 

show any significance and its sign does not correspond to theory. This would imply that 

investors are not concerned with the monitoring aspect when evaluating the new board 

members. 
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Conclusion 

 

The results of the event study show that investors react positively to the news that a non-

financial firm has appointed a bank executive to its board of directors. This result is 

different from Rosenstein and Wyatt’s (1994) general results for the share price of a 

receiver firm, but is consistent with the findings of Fich (2004) who studied commercial 

bankers specifically.  

 

On average, I find that the non-financial firms’ shares gain 0.80 % on the announcement 

day. Further, it seems that these sample announcements are relatively unexpected by the 

investing public, but that market participants react quite quickly once they receive the 

news. 

 

Judging from the share price reaction on the day of the announcement, investors clearly 

appreciate something in their new directors. The cross-sectional analysis model applied 

aimed to find out what this attractive feature was – debt market expertise or superior 

monitoring. The poor result of the analysis gives no support for any hypothesis though. 

Some support is found for the theory of debt market expertise: investors expect firms 

relying to a large extent on intangible assets, generally not a very useful source of 

collateral, to gain more from the assistance of a bank professional. Still, no other variable 

measuring the firm’s credit situation yields any noteworthy results. 

 

Likewise, it is not possible to relate the stock market reaction to the general theory that 

outsiders perform more rigorous monitoring of firm management. The variable used to 

control for this more simplistic market reaction does not provide any support.  

 

Let us consider some potential explanations for the observed results. To start with, the 

credit situation could be inappropriately reflected by the variables I have chosen for my 

study. That could lead to unsatisfactory regression results even though investors actually 

are concerned with the firm’s loan financing situation and appreciate the help from a 
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bank executive. Maybe the perceived credit situation is better reflected in terms of other 

key ratios. Alternatively, investors may not care about the profession of the new directors 

and focus solely on the fact that they are outsiders. The monitoring theory could still be 

true even though the included control variable lacked significance. I assumed that 

investors would appreciate outsiders more when the board was dominated by insiders, i.e. 

I used a relative approach. In fact, it could be that all outsiders are appreciated equally 

much irrespective of how many of them are already on the board. Finally, let’s consider a 

last potential explanation for the obtained results: investors may appreciate a totally 

different trait among these new directors. For example, they could simply be impressed 

by the reputation of the appointee or the size of his or her employer.  

 

To sum up, the results of this study have confirmed the findings of Fich (2004) that 

financial executives on average are appreciated by stock market participants but my 

further examinations failed to provide any significant clues behind this behavior. 
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Suggestions for Future Research 

 

The topic of financial executives as board members is largely unexplored but is a topic 

that is worth looking into more carefully. During my work with this study I have reflected 

on some possible extensions and alternative approaches that would be interesting to 

investigate. 

 

First of all, it could be interesting to investigate the stock market reaction of the sender 

bank at the time of announcement. For my study there were just too few sample banks 

with available data to do this. Still, if the scope of the study is expanded in terms of 

geography, and possibly an even longer time span, it may give some interesting results. 

For example, a worldwide setting could be interesting.  

 

Another interesting area of research concerns connected lending and the potential conflict 

of interest that may arise when a bank executive sits on the board of a non-financial firm. 

The director may feel pressured to help the non-financial firms obtain more than usually 

favorable loans from his or her employer. Some studies have examined how the bank’s 

shareholders react to these appointments, but more detailed studies regarding this 

situation could be interesting. 

 

Finally, it would also be interesting to replicate this cross-sectional element in this study, 

but with other proxies representing the credit situation of the firm. Maybe alternative key 

financial could better capture the firm’s financing situation as perceived by shareholders.   
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