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ABSTRACT 

I study the strategic and monitoring roles of blockholders who sit on the board 

of directors. Blockholders – shareholders who own a large percent of a firm – are 

theorized to induce discipline on management and are prevalent in the modern U.S. 

market. However, little is known about the circumstances that lead blockholders to 

take the additional step of becoming a board member. A blockholder with a seat on the 

board is in a unique position; he or she has a strong incentive to monitor due to his or 

her large financial stake in the firm and a strong ability to monitor via direct access to 

management. In Chapter II, I study the characteristics and economic determinants of 

blockholder-directors. I find that blockholders join the board under predictable 

conditions, including firm performance and entrenched leadership. Blockholder-

directors participate less in monitoring committees and more in strategic committees 

than other board members, implying they serve as strategic advisors. They are paid 

slightly less than other directors, consistent with their lower demand for financial 

incentives. In Chapter III, I study the effect of blockholder-directors on their 

respective firms’ bank loan interest rates, covenant count, and collateral requirements. 

Theory suggests that blockholder-directors can simultaneously mitigate owner-

manager conflicts and exacerbate shareholder-debtholder conflicts. My results are 

consistent with the owner-manager conflict dominating. The cost of debt and covenant 

count decrease in the presence of a blockholder-director, particularly an outside 

blockholder-director, consistent with debtholders viewing blockholder-directors as 

reducing a firm’s risk. Together, these research papers provide insight into the impact 

of a fundamental group of shareholders on the board and on the firm. 
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CHAPTER I  

INTRODUCTION TO DISSERTATION 

It is commonly assumed that U.S. stocks are comprised of highly dispersed 

ownership, but that is largely a myth. Blockholders – typically defined as any owner 

of 5% or more of shares outstanding – are common in modern capital markets 

(Holderness 2009). Blockholders are theorized to be better monitors of management 

than other, more diversified shareholders (Shleifer and Vishny, 1986). Under 

dispersed ownership, individual owners may not have a sufficiently large financial 

stake in the firm for it to be worthwhile for them to bear the cost to monitor 

management. As such, they rely on other owners to shoulder that burden. Due to their 

large financial stake, blockholders potentially receive greater benefits from 

monitoring, making such efforts worthwhile (Shleifer and Vishny, 1986). 

If blockholders’ large financial stakes give them greater incentives to influence 

firm policy, it is constructive to consider the conditions under which a blockholder 

might escalate this commitment to monitoring a step farther. Specifically, in Chapter 

II of my dissertation, I ask when and why a blockholder joins the board of directors. 

Little is known about the economic roots for this decision, despite the presence of 

blockholder-directors in a sizeable fraction of firms (28.7% of firm-years in my 

sample). I examine the economic determinants of blockholders serving on the board, 

including firm underperformance, entrenched leadership, accounting quality, and 

blockholder power. I examine how this decision manifests on the board, as well. I 

study the blockholder-director’s committee appointments and compensation, 
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improving our understanding of the nature of the blockholder’s board service. To the 

extent that blockholders intend to influence firm policy and performance through their 

board representation, this is an important issue to study. 

Furthermore, it is unclear how this decision will affect the relationship with 

another key economic party. Specifically, in Chapter III of my dissertation, I study 

how the presence of a blockholder on the board influences debt contract negotiations. 

Lenders face a risk assessment trade-off in the presence of a blockholder-director. On 

the one hand, the blockholder may induce greater discipline on management and the 

board, reducing the risk of entrenchment and curtailing waste. On the other hand, the 

blockholder may encourage greater risk taking by managers, which implies that the 

lender may face a higher potential default risk. Debtholders may fear asset substitution 

and negotiation “hold-ups” by blockholder-directors (Christensen, Nikolaev, and 

Wittenberg-Moerman, 2016), and respond with more restrictive debt contracts. Thus, 

it is an empirical question how blockholders on the board impact the cost and terms of 

debt.  

I also examine whether and how these determinants and consequences differ 

for distinct types of blockholders. The incentives and intentions of insiders (e.g., 

founders, management) are likely to differ from those of outsiders (e.g., institutions, 

corporations). How then do the economic determinants and outcomes of board 

representation differ for these parties? In both chapters, I split my sample into inside 

and outside blockholder-directors, seeking evidence of different effects for each 

group. 
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I investigate the decision of a blockholder to serve on the board using the firms 

in the S&P 1500. For each firm, I hand collect blockholder data from the proxy 

statements, including evidence of relationships between the blockholders and the 

board, for the period from 2005 to 2015. I estimate that approximately 28.7% of firm-

years have a blockholder-director. This corroborates prior anecdotal evidence of the 

frequency of such individuals. Insiders (founding families and management) are the 

most common types of blockholder-director, present in 20.1% of firm-years. However, 

outsiders such as institutions and corporations are also common, present in 10.6% of 

firm-years. 

Next, I use theory to develop an empirical model to predict a blockholder 

joining the board of directors.  I identify four categories of theoretical determinants: 

firm performance, entrenched leadership, accounting quality, and the balance of power 

between blockholders and management. The model has strong predictive power and 

provides insights into the factors motivating this decision.  I find that variables related 

to performance, entrenchment, and blockholder power display predictive power. 

However, I also document notable difference between the factors predicting insiders 

versus outsiders using this mechanism. 

The results for outsiders are largely consistent with theoretical predictions. 

Overall, they tell a story of outside blockholders joining the board at times of 

stagnation, undervaluation, and weak leadership. The results suggest that outsiders 

join the board for reasons more related to strategic improvement than improvement of 

information quality. Insiders, on the other hand, appear motivated largely by the 
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concentration of control. Inside blockholder-directors are tied to forms of 

entrenchment, including extended CEO tenures, classified (i.e., staggered) boards, and 

fewer independent directors. Furthermore, they display less sensitivity to monitoring-

oriented variables of performance and accounting quality.  

Next, I merge my hand-collected proxy statement data with the GMI Directors 

and Relationships databases and the Execucomp Director Compensation database. I 

find that, relative to other directors in the same firm-year, blockholder-directors are 

less likely to serve on the monitoring-oriented compensation and nominating 

committees but are more likely to serve on the advising-oriented executive committee. 

Results are similar for the subset of inside blockholder-directors. Outside blockholder-

directors, on the other hand, are more likely to serve on all three committees, 

suggesting active involvement in both monitoring and advising. They are less likely 

than other independent directors to serve on the audit committee, though. Together, 

this suggests that outside blockholders actively monitor and advise, but stick to areas 

within their expertise. I also find that blockholders generally earn slightly lower levels 

of compensation than other directors, after controlling for firm and director 

characteristics affecting compensation. This is consistent with expectations. Since 

blockholders already have strong financial incentives to monitor, it is reasonable that 

their demand for pay would be lower. Further, this suggests that compensation is not a 

significant source of rent extraction for blockholders. 

In the Chapter III of the dissertation, I study the effect of a blockholder-

director on the firm’s debt contracting terms. I study the effect on the bank loan 
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interest rate, requirement to post collateral, and number of covenants attached to the 

loan. I document a significant negative relationship between the presence of a 

blockholder-director and the bank loan interest rate. The effect – a 10.1% decrease – is 

economically significant, as well. I also find moderate evidence that banks require 

fewer covenants for firms with blockholder-directors. This effect is particularly strong 

for performance-based covenants, allowing greater flexibility for management. When I 

split the data by inside and outside blockholder-directors, I find limited evidence that 

these effects are driven by outside blockholders, notably individuals unaffiliated with 

management, corporations, and institutions. Although the evidence is not consistently 

significant across all variables of interest, the results generally indicate that to the 

extent blockholder-directors affect debt contracting, they appear to reduce, not raise, 

the burden of the borrowing firm. This is consistent with an interpretation that the 

benefits of reduced owner-manager conflict outweigh the added risk of asset 

substitution in the eyes of potential lenders. In a final analysis, I find limited evidence 

that the conclusions extend to a firm’s credit rating, a proxy for the cost of public debt. 

I do not find that the conclusions extend to the cost of debt as reported on the financial 

statements, however. 

I contribute to the literature by examining an intuitive, prevalent, but under-

explored dimension of corporate governance: blockholders who sit on the board of 

directors. Research has recently begun to disentangle the many roles and identities of 

blockholders (Cronqvist and Fahlenbrach, 2009; Dou, Hope, Thomas, and Zou, 2016). 

Authors have pointed out that board representation is a mechanism through which 
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blockholders may escalate their involvement and voice their opinions (e.g., Hope, 

2013). However, prior research has not estimated the frequency of this mechanism or 

explicitly considered the factors of this decision; little empirical evidence exists to 

explain it (Bebchuk, Brav, Jiang, and Keusch, 2017; Edmans and Holderness, 2016). I 

fill this gap in the literature. Relying on blockholder theory, I identify the firm-specific 

traits that predict a blockholder joining the board. I find evidence of both monitoring 

and advising roles of blockholder-directors. Consistent with my expectations, I find 

that blockholders are more likely to sit on the board when management is entrenched 

(e.g., longer CEO tenures, less independent boards) and when the blockholder is 

powerful (e.g., greater concentration of blockholdings). Outside blockholders are 

attracted to firms that are underperforming (e.g., lower MTB and greater investment 

inefficiency). I find that blockholders serve on more advising-oriented, rather than 

monitoring-oriented, board committees. However, outside blockholders frequently 

serve on both. I also find that blockholders tend to receive slightly lower pay than 

other directors, mitigating concern that blockholders extract rents through their 

compensation. Collectively, these results imply blockholder-directors serve an active, 

complex, and important role in corporate governance. 

I also contribute to the literature by examining the impact of blockholder-

directors on debt negotiations. Blockholders can mitigate owner-manager agency 

conflicts through enhanced monitoring. However, they can also exacerbate 

shareholder-debtholder conflicts through risk shifting. Blockholders with board 

representation magnify both these effects through their access to and influence over 
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management. My research exploits this tension. I demonstrate that their presence on 

the board reduces the cost and restrictiveness of borrowing for the firm. I find that 

blockholder-directors are associated with lower interest rates and fewer covenants. 

These results appear to be driven more by outsiders than insiders. This setting 

provides an opportunity to study how a powerful shareholder whose presence imposes 

contrasting agency consequences on the debtholder influences debt negotiations. The 

results are consistent with lenders viewing the blockholders on the board as reducing 

the borrower’s risk overall. 

The remainder of the dissertation proceeds in three chapters. Chapter II 

addresses the following research questions: How common are blockholders on the 

board of directors? Under what circumstances does a blockholder join the board? 

What function does the blockholder serve on the board? Chapter III addresses the 

research question: How does a blockholder on the board affect the cost and terms of 

borrowing? I review the results of both chapters and discuss avenues for future 

research at the conclusion of the paper in Chapter IV. 
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CHAPTER II 

BOARD REPRESENTATION AS AN INTERVENTION 
MECHANISM BY BLOCKHOLDERS: ECONOMIC 
DETERMINANTS AND BOARD CONSEQUENCES 

Introduction 
Blockholders – shareholders who own a large proportion of a firm – are a well-

established source of monitoring in modern markets. Due to their large financial stake, 

they have a strong incentive to monitor management (Shleifer and Vishny, 1986). 

Indeed, empirical evidence largely supports the conclusion that blockholders are 

effective monitors (Edmans and Holderness, 2016). However, the literature has been 

relatively quiet on the specific mechanisms employed by blockholders to monitor and 

influence the firm’s leadership. In this paper, I open the black box to examine one 

such mechanism, joining the board of directors. 

Theory suggests that board membership may be incrementally valuable to a 

blockholder. Directors have access to private information direct from management, 

giving them an information advantage over other market participants (Ravina and 

Sapienza, 2010). A directorship also gives the blockholder greater voice to influence 

the firm through his or her close access to management.  For example, a blockholder 

may be interested in enhancing the board’s monitoring functioning if the firm’s 

leadership is entrenched. Board and management entrenchment erodes firm value 

(Gompers, Ishii, and Metrick, 2003), and should be of concern to blockholders. 

Alternatively, if the blockholder believes the firm is inefficiently managed, he or she 

may want to join the board to serve as an advisor to management or to exert influence 
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over the firm’s strategic direction (Bebchuk, Brav, Jiang, and Keusch, 2017). In both 

examples, it is reasonable to expect a directorship to help a blockholder achieve those 

objectives. 

Despite the intuitive appeal of this mechanism, little research exists 

documenting the frequency or cause of blockholder intervention via board 

representation. This paper takes the first step to address this question. Guided by 

theory, I identify four categories of theoretical determinants of a blockholder’s choice 

to join the board of directors. First, I expect blockholders to intervene via the board 

when a firm is underperforming. I operationalize performance via the following 

measures: the firm’s abnormal return, sales growth, market-to-book ratio, and 

investment inefficiency. Second, I expect blockholders to intervene when the firm’s 

leadership is entrenched, as rent extraction is costly to shareholders. I operationalize 

entrenchment via CEO excessive compensation, CEO tenure, and the percent of 

directors that are independent. Third, I expect blockholders to intervene via board 

representation when the information disseminated to shareholders is of worse quality. 

Thus, I include measures of accounting quality and earnings management: the 

presence of a material weakness of internal controls, a restatement filed in the most 

recent year, and the absolute value of discretionary accruals. Fourth, I consider 

measures of the balance of power between the blockholder and the firm, including the 

availability of alternate methods of monitoring: the firm’s size, age, leverage ratio, and 

stock liquidity, the presence of a classified board, the percent of shares held by 

blockholders, and the concentration of blockholdings. 
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To study the phenomenon of a large shareholder joining the board, I hand-

collect a large dataset of blockholdings of firms in the S&P 1500 from 2005 to 2015. 

For each blockholder, I search for evidence in the proxy statement that the blockholder 

is connected to a board member. This search represents a key innovation of my 

research incremental to prior blockholder research. My hand collection indicates that 

this is an economically important occurrence; I identify at least one director 

representing a large shareholder in 28.7% of firm years. Furthermore, 47% of firms 

have a blockholder-director as some point in the sample. Blockholder-directors 

represent diverse parties, and include founding families, financial institutions, 

management, corporations, unaffiliated individual investors, and other miscellaneous 

parties. Insiders, including founding families and management, are present in 20.1% of 

firm-years, while outsiders, including financial institutions, corporations, etc., are 

present in 10.6% of firm years. Thus, both types occur at economically significant 

rates. 

I use this hand-collected dataset to model the probability of a firm having a 

blockholder on the board of directors, as a function of the four categories of 

determinants: firm performance, entrenched leadership, accounting quality, and 

blockholder power. My variables of interest demonstrate reasonable predictive power, 

confirming that they are meaningful determinants and that the selection is non-

random. I find that variables related to performance (e.g., sales growth, MTB), 

entrenchment (e.g., CEO tenure, percent independent directors) and blockholder 

power (e.g., blockholder concentration, classified board) are strong predictors of a 
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blockholder joining the board, consistent with expectations. While accounting quality 

generally appears to be a less important determinant, I find that earnings management 

(absolute value of discretionary accruals) is positively associated with a blockholder 

joining the board. 

I also predict the presence of inside and outside blockholder-directors 

separately, as these parties have theoretically distinct motivations and incentives. 

Overall, the results imply that outsiders join the board for reasons more consistent 

with theoretical predictions. The addition of an outside blockholder-director is more 

likely in firms that are undervalued, inefficiently managed, or vulnerable to earnings 

management. It is less likely when there are barriers to entry (e.g., classified boards) 

or substitute monitoring mechanisms (e.g., percent independent directors). The pattern 

for inside blockholder-directors is more consistent with insiders using the board seat 

as a method to retain power in the firm; insiders are positively associated with most 

measures of entrenchment and are not very sensitive to performance or accounting 

quality.  

Next, I provide supplemental analyses of the blockholder’s board committee 

membership and compensation. I merge my hand-collected dataset with the GMI 

Directors and Relationships databases and the Execucomp Director Compensation 

database. Controlling for other factors specific to the firm-year and director, I study 

whether committee membership and compensation differ for blockholders relative to 

other directors. Overall, I find that blockholders serve less on monitoring-oriented 

committees and more on advising-oriented committees. This pattern is largely driven 
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by insiders, though. It is notable that inside blockholder-directors do not frequently 

serve on committees dedicated to compensation or director nominations, as this 

mitigates concern that they use their board seats to capture the monitoring process. 

Outside blockholder-directors, on the other hand, frequently serve on the 

compensation, nominating, and executive committees, indicating that their large 

ownership stake gives them significant power to influence both monitoring and 

advising processes. They do not frequently serve on the audit committee, however. 

Thus, despite being attracted to firms with greater evidence of earnings management, 

they do not appear to take an active role in improving financial reporting quality. 

Notably, all these models control for director independence, indicating that their large 

ownership stake is incrementally important over their designation as inside or outside 

directors. 

I also examine director compensation. I generally show that blockholders earn 

lower levels of compensation than other directors, after controlling for other factors 

affecting director compensation. Again, this pattern is largely driven by insiders; the 

effect is less apparent for outsiders. However, the economic significance of the effect 

is generally small. For example, inside blockholder-directors earn approximately 

$12,000 less in total compensation than other directors. The difference is less than 

$1,000 for outside blockholder-directors, and is not statistically significant. These 

results should be not interpreted as evidence that blockholders are not valuable; the 

model already controls for the director’s value to the market via the number of other 

board appointments he or she holds (Andreas, Rapp, and Wolff, 2012). Rather, the 
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evidence suggests that blockholders do not require as great of incentives to monitor as 

other directors. This is not surprising, since they already have enormous financial 

incentive through their large ownership stakes. Further, it indicates that director 

compensation does not serve as a significant source of rent extraction for 

blockholders, including insiders. 

This paper contributes to our understanding of the diversity of blockholders 

and the mechanisms they choose in order to monitor management. It represents one of 

the first major steps to explain board representation by blockholders. Edmans and 

Holderness (2016) encourage research into the factors that affect blockholders’ access 

to information and their ability to influence management. Hope (2013) encourages 

research on the different types of blockholders. In this sense, I consider blockholder-

directors an underrepresented area of blockholder research and an answer to these 

calls. Prior literature has examined the monitoring and advising roles of both directors 

and blockholders independently (e.g., Adams, 2003; Cronqvist and Fahlenbrach, 

2009), and has anecdotally suggested that a directorship is a common mechanism for 

blockholder intervention (Hope, 2013). Indeed, I confirm the economic significance of 

this mechanism of blockholder monitoring. However, prior research has not dedicated 

thorough theoretical or empirical attention to this choice.1 It may be motivated by the 

competition for corporate control, divergent strategic visions, concerns over agency 

problems, or something else. My research fills this gap and indicates that outside 

                                                 
1 As I discuss in more detail later in the paper, Edmans and Holderness (2016) provide some initial 
exploratory evidence of the drivers of this decision using data from the 1990’s. 
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blockholders are motivated by strategic redirection, while inside blockholders gain 

board seats as a result of their immense power. 

This paper is organized as follows. Section II discusses the relevant literature 

and develops the hypotheses. Section III presents the empirical design. Section IV 

presents the results of the tests of hypotheses. Section V presents supplemental tests of 

board committees and compensation. Section VI concludes. 

Literature Review and Hypothesis Development 

Governance by Blockholders 
According to the free-rider problem, dispersed shareholders lack incentive to 

monitor management (Shleifer and Vishny, 1986). If a given shareholder chooses to 

monitor, he or she would bear the entire cost of monitoring but only receive a 

proportion of the benefit (equal to the shareholder’s proportion of ownership). Thus, 

even if the value of monitoring would be positive collectively, the cost to an individual 

shareholder of monitoring can be greater than the benefit derived by that shareholder. 

This suggests that a shareholder’s incentive to monitor is increasing in his or her 

proportional stake in the firm. 

If this is the case, a blockholder has markedly greater incentives to monitor 

than the typical dispersed shareholder. A “blockholder” refers to a shareholder who 

holds a large proportion of a firm’s stock (typically defined as 5% in the business and 

regulatory literature). Prior blockholder literature asserts that these shareholders hold 

such significant stake in the firm that their proportional benefits from monitoring 
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outweigh their cost, motivating them to engage in monitoring when a smaller stake 

would not (Shleifer and Vishny, 1986).  

Blockholders can impose discipline on management through their intervention 

or influence in decision-making (Edmans and Holderness, 2016).2 Their significant 

financial stake and voting power gives them greater voice to advocate change, which 

has been documented repeatedly in prior literature. Specific examples include Gilson 

(1990), who documents increased control of non-management blockholders after 

financial distress, and Core, Holthausen, and Larcker (1999), who document a 

negative association between blockholdings and CEO compensation levels. Literature 

reviews by Edmans and Holderness (2016), Holderness (2003), and  Shleifer and 

Vishny (1997) generally conclude that blockholders benefit corporate governance. 

Blockholders are also widespread. Edmans and Holderness (2016) find that over 96% 

of firms have at least one blockholder.3 Thus, it is clear that an economically 

significant portion of investors consider it worthwhile to hold large ownership stakes. 

Indeed, Shleifer and Vishny (1997) specifically identify blockholders as a fundamental 

mechanism to a thriving capital market. 

                                                 
2 Blockholders can also impose discipline on management through their threat of exit. The market 
considers a blockholder selling his or her block a negative signal, resulting in a persistent negative stock 
return. The anticipation of this consequence of failure motivates management ex ante to put forth effort 
(Edmans and Holderness, 2016). Loyalty to the firm strengthens the threat of exit because it makes the 
ex post signal of exit even more powerful (Edmans and Holderness, 2016). Bharath, Jayaraman, and 
Nagar (2013) empirically demonstrate that blockholdings of non-officer directors contribute to threat of 
exit. The threat of exit is not the primary interest of my research, but I include stock liquidity, a proxy 
for it, as a substitute mechanism in my determinants model. 
3 I estimate a comparable rate of 98% in my sample. 
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A growing body of literature, however, demonstrates that it is also important to 

consider the identity of the blockholder. Blockholders are heterogeneous; for example, 

one might categorize blockholders into insiders (e.g., families, management) and 

outsiders (e.g., institutions, activists). The relative costs and benefits of monitoring, as 

well as the nature of the benefits (e.g., private or shared with other owners), depend on 

the blockholder’s unique relationship with the firm.4 It is also reasonable to expect a 

blockholder’s inclination toward intervention versus threat of exit to vary. In the next 

paragraphs, I discuss a few of the major categories of blockholders. 

First, institutional investors represent a major blockholder group with unique 

incentives and governance effects. Institutions are generally presumed to prioritize 

firm value, as their interests are financial, not personal (Jensen 1993). They are 

sophisticated investors and help disseminate firm information. Institutional 

blockholders have been associated with various dimensions of governance, including 

transparency of management disclosures (Ajinkya, Bhojraj, and Sengupta, 2005), 

executive pay-performance sensitivity (Hartzell and Starks, 2003), and mitigation of 

CEO horizon myopia (Cassell, Huang, and Sanchez, 2013).  

Institutional investors are diverse, and use a variety of methods of intervention, 

such as private negotiations and activist campaigns (Bebchuk, Brav, and Jiang, 2015; 

Carleton, Nelson, and Weisbach, 1998). Appel, Gormley, and Keim (2016) show that 

                                                 
4 Theory considers the private benefits afforded blockholders to be an agency cost to the firm only if 
they occur at the expense of other shareholders (Edmans and Holderness, 2016). For example, personal 
pride in one’s work is a private benefit that does not come with an agency cost, while luxury travel and 
perquisites do. 
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even passive index funds use their large voting blocks as a voice to influence 

management and the board. My research would extend the study of the various 

mechanisms of intervention by institutions by directly considering their use of board 

representation, which these prior studies do not consider.5 Recent research by 

Bebchuk, Brav, Jiang, and Keusch (2017) and Gow, Shin, and Srinivasan (2017) 

documents the growing use of board representation by activist hedge funds. However, 

these studies are limited to a small subset of institutions – activist hedge funds – and 

do not emphasize the economic determinants of the choice. Thus, additional 

investigation is warranted. 

Founders and their families provide another salient example. Family members 

may have superior inside information about the firm, and may have monitoring 

preferences that diverge from those of the rest of the firm’s shareholders (Chen, Chen, 

and Cheng, 2008). This might reduce their incentive to monitor, resulting in greater 

horizontal agency conflicts – conflicts between large and small shareholders. 

Similarly, families may be averse to selling their stake in the firm due to reputational 

concerns or sentimental attachment, reducing their threat of exit (Edmans and 

Holderness, 2016). Finally, a large literature has studied management ownership with 

mixed results. Agency theory argues that management ownership reduces the owner-

manager agency conflict, as managers bear a greater portion of the costs of rents they 

extract (Jensen and Meckling, 1976). Indeed, prior research supports the conclusion 

                                                 
5 Threat of exit is also expected to vary by institution type. For example, index funds might have a 
lower threat of exit, while hedge funds might have a higher threat of exit (Appel, Gormley, and Keim, 
2016). 
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that management ownership is often beneficial to the firm (e.g., Nagar, Nanda, and 

Wysocki, 2003). However, managers can also use ownership to tighten their control 

over the firm. For example, Fos and Jiang (2016) show that managers use vested 

equity awards essentially as an anti-takeover protection to beat out activists in proxy 

contests. Blockholder managers are a subset of this group, but we know less about 

them. 

The heterogeneity of blockholders is perhaps highlighted most strikingly by 

Cronqvist and Fahlenbrach (2009) and Dou, Hope, Thomas, and Zou (2016); both 

papers demonstrate the substantially increased explanatory power of a model that 

includes blockholder fixed effects (a dummy variable for each unique blockholder) 

relative to a model that assumes a uniform effect of all blockholders. Cronqvist and 

Fahlenbrach (2009) demonstrate the variability of the blockholder effect on 

investment, financing, and executive compensation policies. Notably, they find that 

these effects are stronger when the blockholder is a board member. Dou, Hope, 

Thomas, and Zou (2016) examine earnings management, restatements, and market 

response to earnings announcements. In summary, a large body of literature 

demonstrates that blockholders, on average, govern through intervention, but that 

predictions are more meaningful when they consider how a blockholder’s relationship 

with the firm affects his or her unique incentives to monitor. 

Recent research suggests that a blockholder’s unique characteristics influence 

his or her governance of the firm. Thus, I highlight a unique feature of a blockholder 

that has not been given significant consideration in prior empirical research: 
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representation on the board of directors. Edmans and Holderness (2016) identify 

blockholder-directors in approximately 72% of firms in a small sample from 1995. 

However, capital markets have undergone enormous change in the twenty years since 

that data was reported, including greater consolidation of ownership into institutions, 

greater regulatory and media emphasis on corporate governance, and the emergence of 

activist hedge funds. Thus, it is an empirical question whether blockholders serve on 

corporate boards at economically significant rates in modern times, a condition 

fundamental to supporting the potential contribution of my research. This motivates 

the following research question. 

RQ: How commonly are blockholders represented on corporate boards of 

directors in the modern U.S. market? 

Economic Determinants of a Blockholder-Director 
Why might a blockholder become a director? Given that prior literature has 

demonstrated that blockholders can use their voice in other ways, it is unclear ex ante 

what is attractive about a board seat. Edmans and Holderness (2016) identify attributes 

that increase a blockholder’s net benefits (and therefore incentives) to monitor, firm-

specific knowledge and proximity of control and wealth effects.6 I propose that both 

are greater when the blockholder is also a director. It is reasonable to expect a 

blockholder-director to have greater firm-specific knowledge than a non-director 

                                                 
6 Edmans & Holderness (2016) also suggest the following other theoretical attributes that are expected 
to increase a blockholder’s incentive to monitor, subject-matter expertise and ability to coordinate. This 
is supported by Kroll, Walters, & Wright (2008), who find that blockholder-directors with both high 
vigilance and expertise are associated with better M&A performance, and Crane, Koch, & Michenaud 
(2015), who document the presence of institutional investor “cliques.” 
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blockholder. Blockholder-directors receive more timely, detailed information from 

management and other board members. This direct access to management reduces the 

cost of monitoring and gives them an information advantage over other market 

participants (Ravina and Sapienza, 2010). 

Furthermore, a shareholder has stronger incentive to monitor when there is 

proximity of control and wealth effects, i.e., the wealth payoff of monitoring is closely 

tied to the monitor’s actions. This is generally true for blockholders; their large 

financial stake allows them to override the free-rider problem. However, this should 

be especially true for a blockholder-director, whose board seat gives them greater 

power to implement the changes desired. Boards are very powerful; they design 

executive compensation, hire and fire executives, and advise on major strategic plans 

(Adams, Hermalin, and Weisbach, 2010). Indeed, Bebchuk, Brav, Jiang, and Keusch 

(2017) document evidence that activist hedge funds frequently use board 

representation as a term of settlement over proxy disputes with management because it 

is a powerful vehicle through which the hedge fund can achieve desired changes in the 

firm. The authors show that activist settlement agreements are associated with 

subsequent strategic changes in the firm. 

Relatively little empirical evidence exists regarding circumstances that lead a 

blockholder to join the board of the directors. However, it is reasonable to expect firm 

and blockholder traits to influence this choice. Two contemporaneous working papers 

are notable. First, Edmans and Holderness (2016) conduct a brief study of the 

determinants of a blockholder-director in a random sample of 375 firms in 1995. The 
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authors find that market-to-book, a proxy for information asymmetry, is positively 

associated with the presence of a blockholder-director. Firm age is negatively 

associated with a blockholder-director, which is reasonable if younger firms have 

greater uncertainty and risk and are more likely to still be under the direction of 

founders. Larger blockholders, as measured by the percentage of shares held, are more 

likely to be directors, consistent with their stronger incentives to monitor. Individuals, 

corporations, and venture capitalists are more likely to have a representative on the 

board, while mutual funds, financial firms, and pensions are less likely. Although 

Edmans and Holderness (2016) provide important initial evidence, the authors do not 

consider the operational or market performance of the firm, governance environment, 

management characteristics, or stock liquidity. They also do not consider the possible 

substitution of alternate methods of intervention. These are all aspects of a firm that 

could theoretically influence a blockholder’s choice to become directly involved in 

firm leadership. Furthermore, the timespan since the data was reported is problematic, 

as there have been substantial changes in the institutional environment surrounding 

corporate boards since 1995. 

A second contemporaneous working paper by Gow, Shin, and Srinivasan 

(2017) sheds additional light on the question of board representation of large 

shareholders. The authors study activist hedge fund campaigns where a request of the 

campaign includes board representation. The authors find that firms with high 

institutional ownership, low stock returns, low market valuation, and low sales growth 

have a greater risk of a becoming the target of an activist campaign. Surprisingly, 
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however, the determinants of a campaign including board representation are not 

notably different from those of a campaign that does not demand a board seat. This 

highlights the role of potential substitute mechanisms, including media campaigns or 

ultimately selling their stake in the firm. The authors also show that hedge fund 

activism is associated with a host of changes to the firm, including performance, CEO 

accountability, and capital structure. Again, however, it is surprising to find that these 

effects are rarely different between activist campaigns that result in a board seat and 

those that do not. I also emphasize that the authors only study a narrow subset of my 

sample – activist hedge funds. Thus, it is unclear whether and how their conclusions 

extend to the many other types of blockholders, such as other types of institutions. 

Some other indirect evidence exists. Holderness (2009) shows that rate of 

blockholders on the board in the U.S. is comparable to that of other countries. He 

specifically encourages future research of this setting. Bebchuk, Brav, Jiang, and 

Keusch (2017) study the determinants of a hedge fund settling with management after 

initiating in an activist campaign, associating settlements with hedge fund ownership 

percent and governance-oriented campaign objectives. Approximately two-thirds of 

settlements include the hedge fund’s right to nominate someone to the board. 

In order to understand the role of blockholders on the board, we must first 

understand the conditions that lead the blockholder to intervene via board 

representation. A thorough examination of the determinants of a directorship sheds 

light on that question. Therefore, I investigate the factors that trigger a blockholder to 

join the board of directors. Given blockholders’ ongoing role as monitors and the 
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frequency with which they choose this mechanism, this is an important question. 

Guided by theory and limited empirical evidence, I identify four fundamental 

economic determinants that I expect to relate to a blockholder joining the board of 

directors. 

The first determinant relates to the target firm’s performance and strategic 

potential, as a blockholder’s likelihood and method of intervention likely relates to 

whether the firm has met the blockholder’s performance expectations (Gillan and 

Starks, 2007). I expect that worse recent performance (stock or operational) is more 

likely to be associated with blockholder intervention on the board. Furthermore, 

blockholders may be more likely to intervene when they see untapped potential in a 

firm (Bebchuk, Brav, Jiang, and Keusch, 2015; Bebchuk, Brav, and Jiang, 2017). I 

expect that undervalued firms or firms that are underinvesting in R&D and PP&E will 

be more likely targets of blockholder intervention. 

H1: Firms with worse performance have a higher probability of a blockholder 

joining the board of directors. 

The next two determinants relate to agency problems. When information 

asymmetry is greater, there is greater opportunity for management to extract rents 

from shareholders (Jensen and Meckling, 1976). Thus when agency conflicts are high, 

the cost of neglecting to monitor is higher and blockholders have greater incentive to 

intervene (Edmans and Holderness, 2016). The second determinant relates to board 

and management entrenchment. Board and management entrenchment has been 

demonstrated multiple ways. Brick, Palmon, and Wald (2006) show a correlation 
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between manager and director excess compensation, and Bebchuk, Grinstein, and 

Peyer (2010) document similar coordination of option backdating. Entrenched 

directors and managers can also face fewer career consequences to bad performance. 

Directors often face low turnover risk (Ertimur, Ferri, and Oesch, 2015) and insulate 

poorly performing CEO’s (Coles, Daniel, and Naveen, 2014). Entrenchment has 

economically significant consequences, including weaker performance and a higher 

cost of equity capital (Bebchuk, Cohen, and Wang, 2013; Brick, Palmon, and Wald, 

2006; Collins and Huang, 2011; Dah and Frye, 2017; Gompers, Ishii, and Metrick, 

2003). 

Theoretically, the board members’ financial stakes in the firm should improve 

the alignment with shareholders (Fich and Shivdasani, 2005). Thus, equity-based 

compensation has been encouraged for board members (Institutional Shareholder 

Services 2016). However, in practice it has been associated with short-termism and 

rent extraction (Archambeault, Dezoort, and Hermanson, 2008; Cullinan, Du, and 

Jiang, 2010; Franco, Ittner, and Urcan, 2015). Blockholders, on the other hand, by 

definition already have a large financial stake in the firm. That, combined with their 

voting power, makes a blockholder a prime candidate for effective governance on the 

board. Bebchuk, Grinstein, and Peyer (2010) document that option backdating by 

managers and directors is less apparent in firms with an outside blockholder-director 

on the compensation committee and a majority of independent directors. Bertrand and 

Mullainathan (2001) and Cronqvist and Fahlenbrach (2009) also show that CEO pay-

for-performance is higher in firms with a blockholder-director. If board members are 



Texas Tech University, Blair B. Marquardt, May 2018 

25 

self-serving, rather than shareholder-serving, this represents an agency risk. Thus, 

entrenchment may provoke blockholder intervention to combat wasted resources and 

stale strategies. 

H2: Firms with entrenched leadership have a higher probability of a 

blockholder joining the board of directors. 

Another dimension of agency problems relates to accounting quality. Higher 

accounting quality reduces the information asymmetry between management and 

owners and thereby management’s opportunity to extract rents (Francis, Lafond, 

Olsson, and Schipper, 2004). For example, managers may use earnings management to 

obscure the economic reality of the firm in their favor (Bergstresser and Philippon, 

2006; Burgstahler and Dichev, 1997). A shareholder with a large ownership stake is 

expected to be especially sensitive to the costs of rent extraction, and thus may 

demand higher accounting quality. Furthermore, if the information quality available to 

a blockholder outside the board through financial reporting is inadequate, the 

blockholder might view a board seat as a substitute source of information. 

Alternatively, blockholders may have a lower demand for financial reporting quality 

ceteris paribus if their large ownership stake already puts them at an information 

advantage over other investors (Armstrong, Guay, and Weber, 2010). I expect 

blockholders to be motivated to intervene when the information quality they receive as 

non-directors is inadequate. 

H3: Firms with worse accounting quality have a higher probability of a 

blockholder joining the board of directors. 
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Finally, I expect the firm-blockholder environment to affect the probability of 

a blockholder joining the board. Intervention is costly, so blockholders should be more 

likely to intervene when the expected net benefit received is greater. Specifically, a 

more powerful blockholder may have greater capacity to influence management. A 

larger ownership stake increases the blockholder’s incentive to monitor and influence 

management (Shleifer and Vishny, 1986). Concentration of blockholders also affects 

blockholder power because it is inversely related to competition among blockholders. 

It is theorized to increase the threat of blockholder intervention, but decrease the threat 

of blockholder exit (Dou, Hope, Thomas, and Price, 2016). A blockholder might also 

be more powerful in smaller or younger firms. Finally, the firm’s stock liquidity is 

expected to influence blockholder power. Liquidity makes a blockholder’s threat of 

exit more powerful (Bharath, Jayaraman, and Nagar, 2013), potentially reducing the 

need for intervention. Stock liquidity is associated with mixed effects on blockholder 

intervention (Edmans and Holderness, 2016). Finally, there might be barriers to entry, 

making board intervention costlier. One such example of an anti-takeover protection is 

a classified board, which staggers director elections to minimize an outsider’s capacity 

to make sweeping changes to the board in one year (Gompers, Ishii, and Metrick, 

2003). 

H4: A more powerful blockholder has a higher probability of joining the board 

of directors. 
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Empirical Methods 

Data Collection 
Beneficial ownership regards control rights and cash flow rights. If an 

individual does not have the right to vote or sell the shares, he or she is not considered 

a beneficial owner as defined by the SEC. Companies are required to report all 

beneficial owners of 5% or more of shares outstanding in their annual proxy statement 

(Securities and Exchange Commission 1978). However, large sample data on 

blockholders is not easy to obtain. Datasets like Compact Disclosure and Thompson 

Reuters Ownership that tabulate blockholder disclosures are prone to bias-inducing 

errors (Dlugosz, Fahlenbrach, Gompers, and Metrick, 2006). Therefore, I follow most 

prior blockholder research by hand collecting ownership data directly from the proxy 

statements. This process requires reading the tabulated beneficial ownership disclosure 

and its footnotes.7 

For each firm-year, I identify the proxy statement (Form DEF 14A) on the 

SEC’s EDGAR website. After reviewing the beneficial ownership disclosure, I 

tabulate all beneficial owners of 5% or more of common shares outstanding. I 

categorize blockholders into two non-overlapping groups to examine patterns of 

blockholder-directors based on distinct incentives. I create one category of 

blockholders that I characterize as “insiders,” in that I expect them to be partially 

                                                 
7 Reviewing the footnotes is critical. Companies vary in how they report beneficial ownership, and the 
footnotes often reveal important relationships between blockholders or between a blockholder and the 
firm. Errors in canned datasets like Compact Disclosure and Thompson Reuters Ownership tend to 
result from a lack of cross-referencing the footnotes, and can result in biased inferences (Dlugosz, 
Fahlenbrach, Gompers, and Metrick, 2006). For example, the same block may be tabulated twice if two 
parties have shared ownership over it. In cases like this, I follow prior research by removing duplicates 
in my tabulation (Gow, Shin, and Srinivasan 2017). 
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motivated by personal interests, such as reputation (Hope, 2013). In this category, I 

include founders, their families, and current or former management. I create a second 

category of blockholders that I label “outsiders,” as I expect them to have fewer 

personal benefits to ownership and to be nearly entirely interested in financial and 

stock performance (Jensen 1993). In this category, I include institutions (banks, fund 

managers, insurance companies, etc.), individual investors with no direct affiliation 

with the firm (non-management, non-founders), corporations, and other miscellaneous 

parties.8 I also create a category for firm-years with no blockholders. 

A key innovation of my research is that I pay close attention to the 

relationships between blockholders and the board. For each firm-year, I search for 

mentions of each blockholder elsewhere in the proxy statement, e.g., director 

biographies, looking for evidence that the blockholder is represented on the board. 

Although generally straightforward, the process requires judgment at times, as 

relationships between boards and shareholders exist and change on a continuum. I 

establish the following basic criteria for classifying a blockholder as a blockholder-

director. 

First, if the proxy statement explicitly states that a blockholder nominated a 

given director, I consider the observation a blockholder-director. This commonly 

results from negotiations to avoid a proxy fight or to facilitate a major transaction 

                                                 
8 In the case of individuals, the nature of their relationship with the firm is occasionally unspecified in 
the proxy statement. In the rare case that I am unable to determine from the proxy statement whether the 
individual is a founder, family member, or member of management, I perform an internet search to 
determine how best to categorize them. 
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(Bebchuk, Brav, Jiang, and Keusch, 2017). This person may or may not be an 

employee of the blockholder, but gained the directorship primarily through the 

influence of the blockholder and has been selected as a suitable representative of the 

blockholder’s interests. Given prior evidence that directors are loyal to those who 

nominate them (Coles, Daniel, and Naveen, 2014), the director remains a blockholder-

director in subsequent years as long the nominating party remains a blockholder. 

If the proxy statement does not explicitly state whether a blockholder 

nominated someone to the board, the following criteria apply. First, if the blockholder 

is an individual, that individual must be the director. Second, if the proxy statement 

states that a director shares beneficial ownership with a blockholder, he or she is a 

blockholder-director. Similarly, if the director is an executive of the blockholder 

entity, I consider this person a blockholder-director.9 The essential goal of these 

criteria is to ensure that those directors classified blockholder-directors represent a 

major beneficial ownership stake in the firm. While other relationships may exist, if 

there is no substantive reason to believe that the person holding the directorship 

provides the blockholder a “seat at the table,” this person is not a representative of the 

blockholder. 

My sample approximately covers the S&P 1500 for the period 2005 to 2015. 

Specifically, I identify all firms in the S&P 1500 Composite Index in 2010. I trace 

                                                 
9 A final example of a director who would not be considered to represent a blockholder is an interlocked 
director. For example, a director at Firm A might also be a director at Firm B, and Firm B happens to be 
a blockholder of Firm A. Unless Firm A’s proxy statement states otherwise, I ere on the side of caution 
and do not assume that the director is there with the goal to represent Firm B’s interests. Such cases are 
not common in my sample. 
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each firm back to 2005 and forward to 2015. Following prior blockholder literature, I 

eliminate firm-years with dual-class common stock, as this signals a distinct, 

endogenous relationship between ownership and control (Dou, Hope, Thomas, and 

Zou, 2016). I also eliminate firms in the financial industry (two-digit SIC codes 60-69) 

or regulated utilities (two-digit SIC codes 48-49). In some instances, data does not 

exist for a firm for the entire 11-year range (e.g., in the case of an IPO or acquisition). 

Finally, some proxy statements are missing from EDGAR, leading to their exclusion 

from the sample. I identify 10,255 firm-years with available data, representing 1,008 

unique firms. 

Economic Determinants of a Blockholder-Director 
As discussed previously, I identify four categories of economic determinants of 

the choice of a blockholder to serve on the board: firm performance, entrenched 

leadership, accounting quality, and blockholder power. Specific to performance, I 

include proxies of stock and operational performance. 	  is the 12-

month value-weighted buy-and-hold abnormal return ending three months after the 

most recent fiscal year end. 	  is the year-over-year change in sales.  

is the firm’s market-to-book ratio, and a low  is consistent with undervaluation.  

	 , is the absolute value of the residual of a regression of 

total investment on sales growth by industry-year, and captures a firm’s deviation 

from optimal investment (Biddle, Hilary, and Verdi, 2009; Richardson, 2006). 

The following variables are intended to capture agency problems related to 

entrenchment by the CEO and the board. 	  is the number of years the 
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CEO has served in that role. 	 	  is the residual of a regression of CEO 

total compensation on economic factors, a proxy for CEO rent extraction through pay, 

following Cai and Walkling (2011). 	  is the percent of 

independent directors on the board. 

I include the following proxies of accounting quality. I include a proxy of 

control environment, since weak controls exacerbate agency risks (Skaife, Veenman, 

and Wangerin, 2013).  is a dummy equal to 1 if the firm had a material 

weakness in internal controls over financial reporting in the most recent fiscal year. 

 is a dummy equal to 1 if the firm restated prior financial statements 

during the period. Finally, | 	 | is the firm’s absolute value of 

performance-adjusted discretionary accruals (Kothari, Leone, and Wasley, 2005). 

Finally, I include several characteristics about the firm-blockholder 

environment that are expected to affect a blockholder’s ability to exert power. I 

include the natural logarithm of firm total assets, 	 , and the number of years 

since the firm’s IPO, 	 , since blockholders’ influence has historically be 

most apparent in smaller and younger firms (Edmans and Holderness, 2016).  I also 

include , the long-term debt including the current portion, scaled by total 

assets. Since managers must allocate cash to debt repayments, it is theorized to reduce 

waste (Jensen 1986). Thus, leverage represents a substitute form of monitoring already 

in place at the firm. I also include the firm’s stock liquidity, as higher liquidity 

improves the blockholder’s threat of exit, a substitute method of blockholder influence 

(Bharath, Jayaraman, and Nagar, 2013).  is the average daily stock turnover 
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of the fiscal year (Dou, Hope, Thomas, and Price, 2016; Hope, Wu, and Zhao, 2017). 

	  is a dummy equal to 1 if the firm has a classified (i.e., staggered) 

board, as this board structure represents a barrier to entry for someone wanting to take 

over the board (Adams, Hermalin, and Weisbach, 2010). I include a variable for the 

size of blockholders’ stake in the firm, represented by the percent of shares 

outstanding owned by blockholders, . I measure the concentration of 

blockholders, 	 , following Dou, Hope, Thomas, and 

Price (2016). I include year and industry fixed effects and cluster standard errors by 

year and by industry (Petersen 2009). See the Appendix for detailed variable 

definitions and winsorization thresholds. 

I create the following two specifications of my determinants model. First, I run 

a logistic regression on my full panel of firm-year level data, predicting the presence 

of at least one blockholder on the board of directors. The dependent variable, 

	 , is a dummy equal to 1 if the firm-year has at least one blockholder-

director and 0 otherwise. It is measured at the proxy statement date and represents 

board appointments beginning at that time. Other variables are measured as of the 

annual reporting period immediately prior to or contemporaneously with the proxy 

statement date, as I would expect recent conditions of the firm to influence 

directorship appointments:  

	 , 	 , 	 , ,

	 , 	 	 , 	 ,

	 , , ,
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| 	 | , 	 , 	 ,

, , 	 ,

, 	 , ,              (1) 

Next, I create a model that more explicitly considers the addition of a 

blockholder to the board. The model is identical to Equation (1) above, but the data is 

limited to firms that did not have a blockholder-director in the prior year 

( 	 , 0). I also run both regressions with two other dependent 

variables, one for firm-years with at least one inside blockholder-director and one for 

firm-years with at least one outside blockholder-director. 

Empirical Results 

Descriptive Statistics of Blockholder-Directors 
Descriptive information for my entire hand-collected blockholder sample 

follows. I find that 480 out of 1,008 firms covered by my sample (48%) have a 

blockholder-director at some point during my sample period. In Table 1, I present 

summary information of blockholdings. For the average firm-year, 29.7% of shares 

outstanding are held by blockholders, and over 98% of firm-years have at least one 

blockholder.  This is consistent with conclusions by Holderness (2009) that U.S. firms 

are not as dispersedly held as often assumed. Table 1 also presents category-specific 

blockholder data. I present the total shares held by blockholders in each category per 

firm-year. Institutional investors are the largest and most common category of 

blockholder; the average firm-year has institutional blockholders who hold 24.5% of 

shares outstanding. This highlights the economic significance of blockholders in 
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capital markets. Founding families and members of management are also frequent 

blockholders. 

[Table 1 about here.] 

Addressing the research question, the descriptive statistics demonstrate that 

blockholder-directors are common, as well. Table 2 presents descriptive statistics on 

the frequency of blockholder-directors in the full sample of 10,255 firm-years. 

Blockholder-directors are present in 28.7% of firm-years. Founding families and 

management are the most likely blockholder-directors, occurring in 16.1% and 17.8% 

of firm-years, respectively.10 However, institutional investors also have a sizeable 

presence on the board. I identify directors representing institutional investors in 6.4% 

of firm-years. This information is presented graphically in Figure 1. 

[Table 2 about here.] 

[Figure 1 about here.] 

In Table 3, I focus on the 2,943 firm-years with at least one blockholder-

director. I report the number of firm-year observations within each category of 

blockholder-directors. For each category, I also present the distributions of the number 

of blockholder-directors in that category (Panel A) and the percent of total shares 

outstanding held by blockholder-directors in that category (Panel B). Founding 

families and management remain the most frequent and largest blockholder-directors, 

with 1,633 and 1,821 firm-year observations, respectively. Institutional investors 

                                                 
10 The founding family and management groups heavily overlap. In Figure 3, I split them into non-
overlapping groups. In subsequent analyses, I merge the groups together into one group of “insiders.” 
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represent another significant group. Institutions are represented on the board in 658 

firm-years. In such cases, the institutions have an average 1.8 directors representing an 

average 17.5% of shares outstanding. 

[Table 3 about here.] 

When focusing on the more aggregated categories of insiders and outsiders, it 

is notable that on average, director representation and shares owned are quite 

comparable. Within firm-years with an inside blockholder-director (n = 2,062), the 

blockholder has 1.3 representatives on the board and owns 16.2% of shares 

outstanding. Within firm-years with an outside blockholder-director (n = 1,090), the 

blockholder has 1.7 representatives on the board and owners 18.0% of shares 

outstanding. Figure 2 splits the total 2,943 firm-years with at least one blockholder-

director into those with inside blockholder-directors, outside blockholder-directors, or 

both. This figure highlights that inside blockholders more commonly serve on the 

board than outside blockholders. Again, however, outside blockholders represent a 

sizable proportion of the data; 37% of firm-years with a blockholder-director include 

an outsider. 

[Figure 2 about here.] 

The data suggest that a given blockholder often has more than one 

representative on the board. In Figure 3, I present a pie chart of 4,522 unique firm-

year-directors representing blockholders. The pie is split into each detailed category of 
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blockholder type.11 This distribution would suggest that no one category dominates the 

group. The largest category of directors is those who simultaneously represent 

founding families and management (37%). The second largest group of directors is 

those who represent institutions (26%). Directors representing management only, 

founding families only, and corporations also represent sizable proportions (12%, 

11%, and 9%, respectively). 

[Figure 3 about here.] 

Next, I investigate for trends in blockholder-directors by year and by industry 

at the firm-year level. In Table 4, I present the distribution of blockholder-directors by 

year. My hand-collection method results in fewer observations in tail years and more 

observations in middle years, since firms may IPO or delist during the sample period. 

Therefore, I scale the frequency of blockholder-director observations by the total 

number of observations in a given year. Overall, there is a decline in the frequency and 

rate of blockholder-directors over the eleven-year period studied; whereas 309 

directors represented blockholders in 2005 (34% of yearly observations), only 195 

represent blockholders in 2015 (23% of yearly observations). However, splitting by 

insiders and outsiders, it is apparent this trend is driven by insiders, not outsiders. 

While the rate of inside blockholder-directors declines from 27% to 14% over the 

sample period, the rate of outside blockholder-directors hovers steadily around 10-

11% over the entire period. By industry, I find that manufacturing firms have the 

                                                 
11 Since founding families and management display significant overlap, I split them into three non-
overlapping categories of directors representing founding families only, directors representing 
management only, and directors simultaneously representing both. 
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greatest rates of blockholder-directors (44% of firm-year observations). The bulk of 

remaining observations are service and retail firms (25% and 15%, respectively). 

Trends do not differ notably between inside and outside blockholder-directors. 

[Table 4 about here.] 

[Table 5 about here.] 

In summary, the descriptive statistics of my hand-collected blockholder data 

highlight several critical points. Blockholders are extremely commonplace, and 

blockholder-directors are common, as well. There is notable variation in 

blockholdings and the utilization of a board seat based on the blockholder’s identity. 

While institutional investors are by far the most common type of blockholder, 

managers and founders are the most common type of blockholder-director. Finally, 

while the frequency of inside blockholder-directors has declined over the sample 

period, the frequency of outside blockholder-directors has remained stable. This 

distinction in blockholder type appears to be important, as the incentives of these 

parties are theorized to be different (Hope, 2013). 

Economic Determinants of a Blockholder-Director 
Next, I limit my sample to observations with all available data for the 

determinants model (n = 8,785).12 Descriptive statistics of variables in the 

determinants model are presented in Table 6, and the distributions are as expected. 

Table 7 presents Pearson correlations of variables in the determinants model. The 

                                                 
12 Regression samples sizes tend to be less than 8,725 because certain industries (two-digit SIC code) 
perfectly predict the presence of a blockholder-director, and thus are dropped from the data. 
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presence of a blockholder-director (as well as insider and outsider subsets) is 

significantly correlated with many of the determinant variables. For example, it is 

consistently negatively correlated with firm size, firm age, percent independent 

directors, and blockholder concentration. It is consistently positively correlated with 

the absolute value of discretionary accruals and total blockholdings. There are also 

notable differences between correlations for inside blockholder-directors and outside 

blockholder-directors. For example, CEO tenure and classified boards are positively 

associated with the presence of an inside blockholder-director, but negatively 

associated with the presence of an outside blockholder-director. This supports my 

expectation that these parties have different incentives for monitoring and advising 

management. 

[Table 6 about here.] 

[Table 7 about here.] 

 Results from a logistic regression of a blockholder-director on economic 

determinants are presented in Table 8. Results are reported separately for each of the 

four determinant categories – firm performance, entrenched leadership, accounting 

quality, and blockholder power – then combined into one regression. Panel A reports 

the results of a regression of the presence of a blockholder director over the full panel 

of data. Panel B reports results for a limited sample where there was not a 

blockholder-director in the prior year, thus capturing the determinants of the addition 

of a blockholder to the board. Tables 9 and 10 present the results for inside and outside 

blockholder-directors, respectively, following the same format. Pseudo R2 is 



Texas Tech University, Blair B. Marquardt, May 2018 

39 

reasonably high across all models, indicating that the variables selected are 

meaningful joint predictors of the phenomenon. I discuss the results for each category 

of variables in turn. 

[Table 8 about here.] 

 I expect that firms with worse performance will attract blockholders to 

intervene by joining the board. A relationship between firm performance and 

blockholder-directors is apparent in the tables, but the pattern is not entirely consistent 

with expectations. Specifically, in the combined regression (Table 8), the presence of a 

blockholder director is positively associated with the most recent year’s abnormal 

return. This is opposite of my expectation, as I hypothesized that a blockholder is 

more likely to intervene via board representation when performance is weak. 

However, it is notable that this pattern does not hold for the addition of a blockholder 

in Panel B. While positive performance might relate to a blockholder’s sustained 

representation in Panel A, it does not lead to the new representation of a blockholder 

on the board in Panel B. In this sense, the results are less surprising. Instead, low 

market-to-book ratio and high investment inefficiency are associated with blockholder 

intervention in Panel B, consistent with expectations. 

 Table 9 also presents results somewhat conflicting with expectations. Sales 

growth displays a positive correlation with inside blockholder-directors. Given that 

these blockholder-directors are firm insiders with personal ties to the firm (founding 

family members or members of management), there might be concern of entrenchment 

by these individuals. In that case, these results might be interpreted as evidence that 
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they are rewarded with board representation as long as financial performance is strong. 

Generally, however, performance does not appear to be a major determinant of 

insiders on the board. 

 Table 10 presents the results for outside blockholder-directors. Consistent with 

Table 8, I document in Panel A a strong positive correlation between abnormal return 

in the most recent period and an outside blockholder’s presence on the ballot. Again, 

however, this association disappears in Panel B. In fact, Panel B demonstrates that 

outside blockholders join the board when the firm is undervalued (low market-to-

book) or investing inefficiently. This implies that outside blockholders target firms 

that are not achieving their strategic potential and is consistent with prior literature 

(e.g., Edmans and Holderness, 2016). It is surprising, however, that neither stock nor 

sales performance are significant predictors.13 

Thus, overall, I find only moderate support for Hypothesis 1. To the extent 

blockholders intervene via board representation as a response to weak firm 

performance, this pattern is limited to outside blockholder-directors and is focused 

more toward undervalued firms. Indeed, the pattern for blockholder-directors overall 

in Table 8 appears driven by outsiders. It is perhaps not surprising that inside 

blockholder-directors are not strongly influenced by performance. Although a positive 

association between sales growth and insiders is reported, the evidence is otherwise 

weak. This suggests that inside blockholder-directors are entrenched.  

                                                 
13 For example, Gow, Shin, and Srinivasan (2017) document a significant negative relationship between 
both variables and the probability of an activist hedge fund targeting the firm for board seat. 
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[Table 9 about here.] 

[Table 10 about here.] 

The next category of variables deals more directly with entrenchment. I 

expected firms with greater evidence of entrenched leadership to attract blockholders 

to intervene via the board. In Table 8, the pattern is consistent with expectations and 

consistent across Panels A and B. Blockholders are more likely to join the board at 

firms with longer CEO tenures and less independent boards, both signs of entrenched 

leadership. This provides support for Hypothesis 2.  

The pattern also holds for inside blockholder-directors in Table 9. Given their 

nature as insiders, however, an alternate interpretation is possible. If these insiders are 

connected to top management, they might prefer CEO’s with extended tenures and 

boards with fewer independent directors. These could be manifestations of 

accumulated power, with a board seat providing another such opportunity. 

Surprisingly, the results are relatively weak for outside blockholder-directors in Table 

10. Outsiders are attracted to firms with less independent boards, consistent with 

expectations. However, they are attracted to firms with shorter CEO tenures, opposite 

expectations. A negative relationship with CEO tenure might indicate that outsiders 

target the board in times of flux.  

In summary, I generally find support for Hypothesis 2. CEO tenure and board 

independence generally appear to be strong predictors of blockholders joining the 

board, and are clearly relevant to the decision. The sign flips for CEO tenure for inside 

versus outside blockholders. This is contrary to expectations, but perhaps suggests 
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outsiders target firms with inexperienced or ineffective CEO’s. CEO excessive pay 

does not predict blockholder board representation in any model. 

Next, I examine the relationship between accounting quality and blockholders 

joining the board. If blockholders join the board to improve their information set, I 

expected blockholders to be attracted to firms with worse accounting quality. 

Generally, there is little support for Hypothesis 3. In Table 8, I document evidence 

consistent with my expectations for discretionary accruals; blockholder-directors are 

associated with a greater absolute value of discretionary accruals in both Panels A and 

B. Outside blockholder-directors display the same pattern in Table 10. Surprisingly, 

outside blockholders are statistically less likely to join the board after a material 

weakness in internal controls is reported. A possible interpretation is that internal 

control is not their area of expertise, and therefore, they avoid firms with control 

problems. This, combined with the results for MTB and investment inefficiency, 

suggests that outside blockholders intervene to improve strategic decision-making, 

rather than monitoring. Inside blockholder-directors are not associated with any 

accounting variable. If insiders have superior information access by their nature, it is 

reasonable that they would not be sensitive to accounting quality in their decision to 

join the board. Thus, overall the evidence provides little support for Hypothesis 3. 

The last category of variables deals with the balance of power between the 

blockholder and the firm. A more powerful blockholder is expected to face lower 

barriers to entry to the board. Generally, the evidence supports Hypothesis 4. Across 

all three tables, when limited to category variables (Column 4), I document several 
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statistically significant relationships in the directions predicted. While these results 

become weaker in the fully specified models, the stock’s liquidity, a classified board, 

the percent of shares outstanding held by blockholders, and the concentration of 

blockholdings remain significant predictors in various models. Blockholder-directors 

are attracted to firms with greater levels of blockholdings and greater concentration of 

blockholdings. Stock liquidity is negatively associated with blockholder-directors. 

Since liquidity improves a blockholder’s threat of exit (Bharath, Jayaraman, and 

Nagar, 2013), this is consistent with liquidity serving as a substitute mechanism.  

Two findings are contrary to overall predictions. First, inside blockholder-

directors are positively associated with a classified board. This evidence, along with 

earlier evidence on board independence, suggests that inside blockholders are attracted 

to board structures that favor insiders. Collectively, the results suggest that a board 

seat is a form of entrenchment for inside blockholders. Second, outside blockholder-

directors are positively associated with leverage. This is unexpected, as leverage is 

theorized to be a substitute mechanism for monitoring. Finally, firm size and age are 

not significant predictors in most of the fully specified models. This is surprising, 

given the prior research has generally suggested that blockholders are more likely to 

join the board in smaller, younger companies (e.g., Edmans and Holderness, 2016). 

Nonetheless, the collective evidence generally supports Hypothesis 4, suggesting that 

the blockholder’s power positively contributes to his or her propensity to join the 

board. 
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I run the following alternate specifications of the determinants model 

(untabulated). I run a model wherein the sample is limited to observations where a 

blockholder-director was on the board in the prior year ( 	 , 1)., 

essentially the opposite of the model in Panel B of Tables 8, 9, and 10. This captures 

the determinants of a blockholder remaining on versus leaving the board. Directional 

patterns are consistent with earlier analyses, although statistical power is reduced 

significantly due to a smaller sample size. Variables that remain statistically 

significant generally fall into the categories of entrenched leadership and blockholder 

power. The conclusion of this robustness test is that the factors influencing a 

blockholder departing from the board do not appear systematically different from 

those influencing a blockholder’s arrival on the board. As an alternative design, I also 

run a model where all variables are measured as year-over-year changes.14 

Conclusions are generally consistent with the main analysis, although the model’s 

explanatory power, as measured by Pseudo R2, declines. 

My current model ensures that all independent variables are measured as of the 

report date immediately prior to or contemporaneous with the dependent variable. If 

the decision to join the board takes considerable time to plan, it is possible that the 

outcome of board representation does not occur until much later after the blockholder 

determines to intervene. Therefore, I consider a model where all independent variables 

are measured as of a one-year lag. The results, however, indicate that lagging the 

                                                 
14 I drop the variable firm age from this model, due to perfect collinearity; the change in firm age is 
always 1. 
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explanatory variables does not affect inferences (untabulated). Variables substantially 

load in directions consistent with the main analysis, but Pseudo R2 declines. 

I consider alternate proxies for variables of interest. While sales growth 

captures changes in performance and has been shown to be an important determinant 

of shareholder activism (Gow, Shin, and Srinivasan, 2017), an alternate model might 

prefer a more direct measure of current period financial performance, specifically 

return on assets.15 I run a regression of the presence of a blockholder-director on 

economic determinants comparable with Tables 8, 9, and 10, but I replace sales 

growth with return on assets (untabulated). Conclusions are unchanged by this 

alternate specification. I also consider an alternate measure of investment efficiency. 

The research quotient is the percent change in revenue for a 1% change in R&D 

expense, and is calculated by WRDS using Compustat data. Results are generally 

consistent with the main analysis when I replace investment inefficiency with the 

research quotient (untabulated). However, due to data requirements for the calculation, 

sample size is significantly lower.  

Finally, I consider an alternate proxy to CEO tenure. Given the unexpected 

finding that outside blockholder-directors are negatively associated with CEO tenure, 

one might suggest that outside blockholders are attracted to firms with turnover in 

leadership. To investigate this, I replace CEO tenure with a dummy equal to 1 if the 

firm’s CEO changed in the last year. The variable loads significantly positively in the 

                                                 
15 Note that the main model already includes one measure of current period performance, the abnormal 
return. For that reason, I do not consider it necessary to include ROA in the main analysis in addition to 
those variables already included. 
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regression of the presence of an outside blockholder-director (comparable to Table 10 

Panel A). It does not load significantly, however, in the regression of the addition of 

an outside blockholder-director (comparable to Table 10 Panel B). Thus, the results do 

not suggest that blockholders target firms with recent CEO turnover when deciding 

whether to intervene initially. It does however suggest that ongoing directorships by 

outside blockholders are often accompanied by CEO turnover, suggesting this as a 

possible mechanism by which the blockholder uses the board to influence 

management. 

It is also notable that my research question focuses on blockholders who 

become directors, as opposed to directors who become blockholders. I confirm that 

my data is consistent with this interpretation with the following test. I merge the GMI 

Directors and Relationship databases with my hand collected data. I compare the first 

date that a given individual appears as a blockholder-director in my sample to the first 

date that the individual is listed as a director in GMI. If the GMI date is earlier, this 

implies the individual was first a director and became a blockholder subsequently. Of 

614 unique individuals that I can merge between the two datasets, only 109 of them 

(17%) became blockholders after becoming directors. At the firm-year-director level, 

these individuals represent only 334 of 2,957 observations (11%). This confirms that 

my framing of the paper is consistent with the chief pattern in the data. 

In summary, the determinants models provide several notable findings. I find 

mixed support for my hypotheses. I find support for Hypothesis 1 (weak firm 

performance) when limited to outside blockholder-directors. In particular, variables 
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related to inefficiency and undervaluation are important. I find support for Hypothesis 

2 (entrenched leadership) when limited to insiders. However, the evidence might also 

be interpreted as inside blockholders further entrenching themselves via a board seat. I 

find no support for Hypothesis 3 (worse accounting quality) for insiders. Evidence for 

Hypotheses 2 and 3 is mixed for outsiders. In fact, outside blockholders avoid firms 

with material weaknesses. This, combined with the fact that they are attracted to 

undervalued and inefficiently managed firms, suggests outside blockholders intervene 

more for strategic than monitoring reasons. Finally, I find support for Hypothesis 4 

(blockholder power), for insiders, outsiders, and overall. 

Some of the most significant drivers of the relationship appear to be the level 

of blockholdings, the concentration of blockholdings, CEO tenure, MTB, sales 

growth, and investment inefficiency. However, these relationships are not necessarily 

consistent across insiders and outsiders. Specifically, while MTB influences outsiders, 

sales growth drives insiders. Further, CEO tenure is negatively associated with 

outsiders, but positively associated with insiders. The models display adequate 

explanatory power and the conclusions are robust to several alternate specifications. 

Collectively, these results suggest that blockholders join the board for reasonably 

predictable motives. The pattern is consistent with inside blockholders joining the 

board to expand their influence, and might be interpreted as evidence of further 

entrenchment. Outside blockholders appear to join the board for reasons more 

consistent with my theoretical predictions, to improve firm valuation and strategic 

direction. 
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Supplemental Analysis of Board Service 
To gain additional insight into the motivations of the blockholder and his or 

her function on the board, I study various dimensions of the blockholder’s board 

service. Specifically, I predict that a blockholder’s committee service and 

compensation shine light into the role the blockholder plays. If blockholders join the 

board to gain control over certain monitoring or strategic functions, I would also 

expect this to correspond with their committee designations. For example, the audit 

committee is traditionally a monitoring committee, and the executive committee is 

traditionally an advising committee (Miller 1991).16 Thus, studying outcomes of the 

blockholder’s service on the board allows me to better understand the blockholder’s 

goals and function. It is also an empirical question whether blockholder-director 

compensation differs from that of other directors. If they are indeed superior monitors, 

their services are more valuable, warranting higher pay (Engel, Hayes, and Wang, 

2010). Alternatively, if they are extremely powerful, higher levels of compensation 

might indicate rent extraction (Adams 2003). 

I address this question – how the service duties of the blockholder relate to 

monitoring versus advising and to those of other directors – two ways. First, I examine 

the board committees on which the blockholder serves. I merge my hand-collected 

data with the MSCI/GMI Directorships and Relationships databases. These 

characteristics help shine light on blockholder-directors’ knowledge set and 

                                                 
16 The audit committee oversees the financial statement audit and the effectiveness of internal controls. 
The executive committee typically serves as a stand-in advisory board to assist management in urgent 
decision-making when there is not enough time to convene the entire board. 
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contribution to the board. GMI provides data on participation in the following 

committees: nominating, compensation, executive, and audit. It also provides data on 

the designation of audit committee financial expert. I run a series of least-squares 

regressions where the dependent variable is a dummy variable equal to 1 if a given 

director serves on the committee of interest in a given firm year, and the independent 

variable of interest is a dummy identifying whether that director is a blockholder. Data 

are at the firm-year-director level. My goal is to assess the probability of a 

blockholder’s participation on a given board committee, relative to other directors in 

that firm-year. Therefore, I include firm-year fixed effects and firm-year clustering, 

holding constant all factors affecting committee participation broader than the 

individual director level.17 I then further control for other director-specific factors that 

might be expected to influence committee participation. Although I find little prior 

empirical evidence of the determinants of committee membership, I identify the 

following director characteristics that might be expected to influence it: whether the 

director is chairperson of the board, independent, or female, the director’s age, number 

of appointments to other boards, and years of service on the board. All of these 

variables come from GMI. Section 301 of the Sarbanes-Oxley Act requires that audit 

committee members be independent. Therefore, for regressions of audit committee 

membership and audit committee financial expertise, I limit the sample to independent 

                                                 
17 Logistic regression would usually be preferred over a linear probability model (i.e., least squares) 
when the dependent variable is dichotomous, as it is more efficient. However, my use of firm-year fixed 
effect prevents this, as STATA I/C places a limit on the number of variables allowed in its logistic 
regression command. Therefore, I use STATA command regdhfe, which is designed to accommodate 
the very high number of fixed effects in this model. Linear probability models are consistent estimators 
of models with a binary distribution (Greene 2012). 
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directors, exclude the control variable for independence, and only report results for 

outside blockholder-directors. 

Second, I examine director compensation. I merge the data from GMI and my 

hand collection with the Execucomp Director Compensation database. I lose many 

observations in this step, due to the more limited coverage of Execucomp. I then run a 

series of least-squares regressions at the firm-year-director level, similar to those for 

committee participation. The dependent variable is a component of the director’s 

compensation (stock awards, options awards, cash fees, or total compensation).18 The 

independent variable is a dummy equal to1 if the director represents a blockholder. All 

models include firm-year fixed effects and firm-year clustered standard errors. All 

models also include control variables that might also be expected to affect director 

compensation: whether the director is chairman of the board, independent, or female, 

the director’s age, number of appointments to other boards, and years of service on the 

board (Dah and Frye, 2017). I expect directors to be paid more for the added 

responsibility of the chair position. I also expect more senior directors, measured by 

age and years of service, to be positively associated with compensation. I also expect 

directors with greater ability to be in higher demand, and therefore receive higher pay. 

I operationalize the demand for that individual with the number of other directorships 

held by the individual (Andreas, Rapp, and Wolff, 2012; Masulis and Mobbs, 2011). 

                                                 
18 Execucomp also provides data on non-equity incentives, changes in pension value, and other 
compensation. I exclude these from my analysis because they are immaterial (or zero) for the vast 
majority of directors in my sample. 
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Finally, prior evidence suggests a gender pay gap, with female directors receiving 

lower pay (Dah and Frye, 2017). 

Table 11 presents descriptive statistics of the variables for the supplemental 

analysis. Panel A presents distributions for all variables. Distributions are as expected. 

When presented at the firm-year-director level, about 2.7% of directors represent 

blockholders, with about 1.7% representing insiders and 1.0% representing outsiders. 

Committee frequencies are also as expected; for example, 18.7% of directors serve on 

the audit committee. The average director receives $192,259 in total compensation, 

the bulk coming from stock awards ($81,957) and cash ($72,221). 67% of directors 

are independent, and 12% are female. The average director is 62 years old, serves on 

1.3 other boards, and has been a director for 11 years. 

[Table 11 about here.] 

Panels B and C present the means for dependent variables (committees and 

compensation, respectively) across all directors and for the subsamples blockholder-

directors, inside blockholder-directors, and outside blockholder-directors. This 

provides initial evidence of the relationship between blockholder-directors and 

committees and compensation. Inside blockholder-directors serve on monitoring-

oriented committees (compensation, nominating, and audit) at lower rates than the full 

sample averages. They also serve on the strategic-oriented executive committee at a 

higher rate than average. These findings are not surprising, as insiders are not expected 

to monitor themselves and they have superior firm-specific knowledge for decision-

making. Outside blockholder-directors serve on the compensation, nominating, and 
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executive committees at slightly higher rates than the full sample average. They serve 

on the audit committee at a lower rate. This suggests they are involved in both 

monitoring and advising management, though not from the perspective of financial 

reporting. Finally, most measures of compensation are lower for both inside and 

outside blockholder-directors relative to the full sample average, suggesting that 

director compensation is not a significant source of rent extraction for these 

individuals. 

I test whether representing a blockholder affects committee designations in a 

multivariate setting in Table 12. Panel A presents results for the compensation and 

nominating committees, both for blockholder-directors overall and for inside and 

outside blockholder-directors separately. Panel B Columns 1 and 2 presents the results 

for the executive committee following the same pattern. Overall, blockholder-directors 

are less likely to serve on the compensation committee and more likely to serve on the 

executive committee, both statistically significant at 1%. This is consistent with 

blockholder-directors serving more in an advising capacity than monitoring capacity. 

However, notable differences arise when split by insiders and outsiders. Specifically, 

inside blockholder directors are statistically less likely to serve on the compensation 

and nominating committees and statistically more likely to serve on the executive 

committee. This indicates that these powerful insiders are generally uninvolved with 

committees charged with oversight of these same people, and suggests that they have 

not “captured” the monitoring process over compensation setting and director 

nominations.  
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Strikingly different from the overall results, outside blockholder-directors are 

more likely to serve on all three committees – compensation, nominating, and 

executive. This is consistent with large outside shareholders actively participating in 

the governance of the firm through their board seat. Indeed, it suggest the outside 

blockholder uses the board seat to achieve both monitoring and advising objectives by 

helping set compensation, nominating leadership, and advising management. 

Bebchuk, Grinstein, and Peyer (2010) find that outside blockholder-directors on the 

compensation committee contribute to the prevention of option backdating. Thus, my 

finding that such individuals serve on the compensation committee at rates higher than 

average is encouraging. 

Furthermore, Panel B Columns 3 and 4 provide additional notable insights for 

outside blockholder directors. The results indicate that outside blockholder-directors 

are less likely than other independent directors to serve on the audit committee or to be 

designated as an audit committee financial expert. Combined, these results suggest 

that while outside blockholders want to be involved in monitoring, they defer the 

responsibility of monitoring financial reporting to other directors. This finding 

complements the findings of the determinants model, which suggests financial 

reporting is not a strong predictor of outside blockholders’ motivations from joining 

the board. In fact, I find in that section that outside blockholders are less likely to join 

boards of firms with material weaknesses of internal controls. Thus, while outside 

blockholders appear to actively participate in monitoring, they appear to avoid 

responsibilities outside their expertise, notably financial reporting. This is a notable 
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finding given the large body of literature emphasizing the monitoring function of 

blockholders (Edmans and Holderness, 2016). My research supports those 

conclusions, but suggests greater nuance; the specific monitoring task matters. 

In economic terms, the probability of a director serving on a given committee 

changes by about 5 percentage points if that director represents a large shareholder. 

This is economically meaningful relative to the rates of committee membership 

documented in the descriptive statistics (around 10-15%). Finally, I emphasize that I 

control for director independence in the models in Table 11. Thus, simply being an 

inside vs. outside director does not fully explain the pattern of blockholder-directors’ 

committee membership. Rather, the results indicate that after controlling for director 

independence, being a large shareholder is incrementally meaningful in predicting 

committee membership. 

[Table 12 about here.] 

 Table 13 presents the results of an analysis of blockholder-director 

compensation. Across four categories of compensation (stock, options, cash, and 

total), the trend generally suggests that blockholders are paid slightly less than other 

directors are. Overall, blockholders are awarded lower levels of stock and cash. This 

pattern extends to inside blockholder-directors, as well. The effect is less apparent for 

outside directors. In fact, it is surprising that outside blockholder-directors earn 

statistically higher option awards than other directors.  

 Given that the models already control for a measure of the demand for that 

director (i.e., number of board seats), these results should not be interpreted as 
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evidence that blockholder-directors are less qualified than other directors are. Rather, 

the results suggest that compensation is not a significant source of rent extraction or 

incentives for blockholders. Since these directors already have such significant 

ownership in the firm, it is not surprising that they rely less on compensation as an 

incentive to monitor and advise effectively. Furthermore, although statistical 

significance and explanatory power are generally high in Table 13, I caution the reader 

with regard to economic significance. In most models, the effect is less than $10,000. 

Thus, relative to their presumed wealth as directors at S&P 1500 companies, the effect 

on compensation is likely not economically significant to most blockholder-directors. 

[Table 13 about here.] 

The results of the supplemental analysis indicate that blockholder-directors 

bring a unique and important dimension to board governance. Blockholder-directors 

are actively involved in board committees. They are also compensated similarly to 

their peers. The findings for insiders suggest that their board seats are not a source of 

significant rent extraction. They do not serve on monitoring-oriented committees at 

high rates, suggesting they do not use their influence to override monitoring. Instead, 

they exert their influence on the advising-oriented executive committee. Furthermore, 

they do not extract significant rents through their director compensation. The results 

for outside directors are similarly interesting. They suggest that outside blockholders 

get significantly involved with governance after joining the board. They serve 

frequently on both monitoring and advising committees, suggesting broad influence on 

the firm. They do not frequently serve on audit committee, however, indicating a 
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degree of selectiveness and specialization. Overall, this section supports the 

conclusions from the determinants model that blockholders join the board in order to 

influence strategic and governance objectives. Their committee membership and 

compensation indicates they use their board seats to achieve those goals. 

Conclusion 
This paper studies the circumstances surrounding a large shareholder joining 

the board of directors. Blockholders have been shown to be effective monitors, but 

little prior research investigates the specific mechanisms employed by them. I open 

this “black box” to better understand one such mechanism, board representation. 

 I first establish the frequency of blockholders on the board of directors in 

modern U.S. public companies. Using a hand-collected dataset of the blockholders of 

S&P 1500 firms from 2005 to 2015, I show that 28.7% of firm-years have at least one 

blockholder represented on the board of directors. Furthermore, 20.1% of firm-years 

have an inside blockholder-director (member of the founding family or management), 

while 10.6% have an outside blockholder-director (representative of an institution, 

corporation, etc.). This confirms the economic significance of this monitoring 

mechanism by blockholders. 

 I then study the determinants of a blockholder joining the board. Largely 

consistent with expectations, I find that blockholders join the board because of factors 

related to firm performance, entrenched leadership, and the blockholder’s power. 

Notably, outside blockholder-directors largely display patterns more consistent with 

theory. For example, firms that are undervalued are particularly vulnerable to outside 
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blockholders intervention. Furthermore, the blockholder’s power and access to 

alternative mechanisms are important determinants. For example, outside blockholders 

are less likely to choose this mechanism when they face a classified board. For inside 

blockholder-directors, board representation appears to represent another source of 

consolidating control. For example, they are more apparent in firms with long CEO 

tenures, classified boards, and fewer independent directors. Finally, I document that 

blockholders participate in committees and receive compensation at significantly 

different rates than other directors. Blockholders tend to receive slightly lower 

compensation than other directors, consistent with their lower demand for incentives 

to monitor. Outsiders tend to serve on both monitoring and advising committees at 

high frequencies, with the exception of the audit committee. 

This paper represents the first critical step in understanding the role large 

shareholders play on the board of directors. I establish the economic significance of 

the setting, and document the factors affecting it. I further document that they play an 

active role in monitoring and advising, as evident through their committee 

designations and compensation, consistent with theory. While this research makes 

significant strides in understanding these unique directors, it also opens the door for 

more research in the future. For example, future research could study how 

blockholders on the board affect financial performance, capital structure, etc. My 

research suggests that these individuals play an important role in corporate governance 

and would be expected to have a profound impact on various dimensions of the firm. 
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CHAPTER III 

THE EFFECT OF BLOCKHOLDER BOARD REPRESENTATION 
ON DEBT CONTRACTING 

Introduction 
How does a large, powerful shareholder affect debt contracting? In this paper, I 

identify a setting wherein theory suggests that debtholders face a unique tension due to 

the presence of an influential shareholder. Specifically, I study the effect of the 

presence of a blockholder on the board of directors on the cost and terms of debt. 

While the blockholder-director is expected to reduce owner-manager agency conflicts, 

he or she could potentially exacerbate shareholder-debtholder conflicts. Thus, my 

research studies how debtholders respond to this tension and which effect dominates. 

My results are consistent with the owner-manager effect dominating; I find that the 

cost of debt decreases with the addition of a blockholder to the board. I also find that 

blockholder-directors are associated with fewer covenants. This implies that 

debtholders view blockholders on the board overall as reducing risk. 

Theory argues that blockholders – shareholders who own a large percent of a 

firm – impose discipline on management, reducing agency conflicts between owners 

and management. Due to their large ownership stake, the benefits blockholders gain 

from monitoring exceed their engagements costs, overcoming the free-rider problem 

implicit in smaller holdings (Shleifer and Vishny, 1986). Indeed, a wealth of prior 

literature documents the monitoring power of blockholders (Edmans and Holderness, 

2016; Holderness, 2003). A particularly powerful form of monitoring manifests when 

a blockholder joins the board of directors. This close access to management gives the 
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blockholder superior information and influence over firm policy relative to 

blockholders without a board seat. Thus, the blockholder-director is in a unique 

position to respond to the owner-manager agency conflict. 

A limited prior literature has studied how this directorship affects 

shareholders’ relationship with management. For example, Bertrand and Mullainathan 

(2001) and Cronqvist and Fahlenbrach (2009) document improved pay-performance 

sensitivity of CEO compensation in the presence of a blockholder-director. If 

blockholders (and especially those who hold a seat on the board) ostensibly improve 

the alignment of owner-manager interests, debtholders stand to benefit. Manager-

induced agency risks are the subject a large debt contracting literature, and have been 

associated with costlier, more restrictive debt (Bharath, Sunder, and Sunder, 2008). If 

blockholder-directors mitigate these risks, they would be expected to reduce the cost 

and restrictiveness of debt. 

However, blockholders also have the potential to exacerbate a separate conflict 

– that between shareholders and debtholders – when they serve on the board. Agency 

theory suggests that shareholders may choose to steer management toward a strategy 

of risky projects, a phenomenon known as asset substitution (Jensen and Meckling, 

1976). Since equity ownership resembles an option security, shareholders have an 

incentive to take on additional risk; they have unlimited upside. If the blockholder has 

close oversight and influence on management, as he or she would have as a board 

member, this effect can be expected to be particularly strong. Debtholders, on the 

other hand, face a limited upside of principal and interest, and thus have lower risk 
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preferences than shareholders. The risk of asset substitution is apparent in the research 

of Cronqvist and Fahlenbrach (2009), for example. The authors show that 

blockholders have a greater influence on investment activities when they have a seat 

on the board. 

In this paper, I highlight the blockholder-director’s influence on these activities 

as a factor that debtholders price when extending credit to the firm. While the prior 

blockholder literature largely emphasizes the relationship between a blockholder and 

management or a blockholder and minority shareholders (Hope, 2013), relatively little 

research studies the relationship between blockholders and debtholders. None to my 

knowledge studies the incremental effect of a blockholder on the board on debt 

contracting. 

Using a unique hand-collected blockholder dataset and Thompson Reuters 

DealScan covering the S&P 1500 from 2005 to 2015, I examine the effect of the 

presence of a blockholder-director on bank loan interest rate, collateral requirements, 

and number of covenants. I use least-squares, logistic, and Poisson regressions, 

respectively, to model the effect. My results provide evidence that a blockholder on 

the board influences debt contracting. Specifically, my results indicate that the 

addition of a blockholder to the board is associated with a lower cost of debt, as 

represented by all-in-drawn spread (i.e., the loan’s interest rate premium over LIBOR). 

I estimate that the presence of at least one blockholder-director is associated with an 

economically significant 10.1% decrease in all-in-drawn spread. I also find that 

debtholders attach fewer covenants to a loan when a blockholder sits on the board. 
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This is consistent with the pattern for all-in-drawn spread; debtholders reduce the 

burden of borrowing firms. 

Furthermore, I consider whether the relationship between blockholder-

directors and the terms of debt depends on the blockholder’s identity, as the incentives 

of blockholders are not homogenous across blockholder types (Hope, 2013). 

Specifically, I consider whether blockholders with relatively more personal interests in 

the firm (i.e., founding families and members of management) have a different effect 

than those whose interests are presumably wholly financial (e.g., institutions or other 

unaffiliated investors). To examine this question, I split my blockholder data into 

insiders (founding families and management) and outsiders (all others). I find only 

limited evidence for my expectation. Specifically, I find that outside blockholder-

directors are associated with a lower all-in-drawn spread and number of loan 

covenants, implying that these blockholder-directors are helpful in reducing 

restrictions on the firm’s action set. However, this relationship is only statistically 

significant in two models. I fail to find any evidence of an effect of blockholder-

director type on collateral requirements in my main models. 

I perform several supplemental analyses. First, I find that corporations and 

individuals unaffiliated with the firm primarily drive the results. As these parties are 

less diversified than financial institutions, it is reasonable that the owner-manager 

effect would be especially dominant for these parties. I also find that performance 

covenants, instead of capital covenants, primarily drive the results for covenant count. 

This implies that debtholders allow greater flexibility in decision-making, but do not 
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relax requirements that shareholders keep “skin in the game.” I also document some 

evidence that my conclusion extend to the cost of public debt, as represent by credit 

rating. Finally, I perform multiple tests for endogeneity. Using both firm fixed effects 

and a propensity score matched design, I find that the overall directional pattern of my 

findings holds under these controls for selection bias, but statistical significance is 

weaker. Using two-stage least squares, I find that both the directional pattern and 

statistical significance of my main conclusions hold. 

I frame my unique contribution as follows. While theory suggests that large 

shareholders are motivated to monitor management (Shleifer and Vishny, 1986), other 

research suggests that such shareholders could encourage greater risk taking and shift 

this risk toward debtholders (Holderness 2009). I synthesize the prior literature to 

highlight the unique tension in the agency conflict when a blockholder is in a powerful 

position to influence and monitor management, specifically, when that blockholder 

serves on the board of directors. This study provides insight into the extent to which 

blockholder-directors influence debt negotiations, as well as how debtholders balance 

owner-manager versus shareholder-debtholder conflicts. The arrangement of a 

blockholder on the board is commonplace and has economically important outcomes. 

Specifically, in this paper, I document evidence consistent with blockholders on the 

board lowering the cost or burden of debt contracts in some circumstances. While 

some specifications are statistically insignificant, the results overall suggest that to the 

extent that debtholders consider blockholder-directors as a risk factor, their presence 

appears to reduce, not increase, overall risk. This implies that the benefits received 
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from enhanced monitoring of management outweigh the added risk of asset 

substitution. 

The remainder of the paper is organized as follows. In Section II, I discuss 

relevant prior literature on blockholders, board characteristics, and debt contracting 

and develop my hypotheses. I then discuss my empirical methods in Section III. Next, 

I discuss the results of the empirical tests of my hypotheses in Section IV. Section V 

documents supplemental tests of the bank loan data, while Section VI extends the 

analysis to alternate proxies of the cost of debt. Section VII concludes. 

Literature Review and Hypothesis Development 

Blockholders on the Board of Directors 
A blockholder is any large shareholder of a firm, where “large” is typically 

defined at the SEC reporting threshold of 5%. Blockholders are extremely common; 

they are consistently documented in over 90% of publically traded U.S. firms 

(Holderness, 2009). Blockholders are an important source of oversight in the firm. Due 

to their large financial stake, they have strong incentives to monitor management to 

protect and grow their investment (Shleifer and Vishny, 1986). Indeed, blockholders are 

generally viewed as a valuable source of external governance (Edmans and Holderness, 

2016; Gillan, 2006). 

My research focuses on a unique group of blockholders: those who are 

nominated to join the board of directors. While prior literature has anecdotally suggested 

board membership as an intervention mechanism of blockholders (e.g., Hope, 2013), 

our empirical understanding of this choice is currently limited to supplemental tests of 
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separate research questions or narrow subsets (e.g., Dou, Hope, Thomas, and Zou, 2016; 

Gow, Shin, and Srinivasan, 2017). My research attempts to fill this gap.19 It is 

worthwhile to give special consideration to these unique blockholders; when a 

blockholder is also a board member, that person becomes especially influential. He or 

she has greater access to inside information typically unavailable to shareholders. This 

improved information set enhances the blockholder’s decision-making and oversight 

(Adams, Hermalin, and Weisbach, 2010). Furthermore, as a director, the blockholder 

has the authority to direct management. Directors influence management decision-

making both through strategic counsel and hiring/firing (Adams, Hermalin, and 

Weisbach, 2010).  Both the access to information and the authority to exercise control 

are key dimensions of a blockholder’s power (Edmans and Holderness, 2016). Thus, the 

board seat can become a mechanism through which a blockholder can achieve his or her 

goals with respect to the firm. Indeed, some evidence support this notion. Blockholders 

on the board have been associated with strategic decisions like capital investment and 

dividend payouts (Cronqvist and Fahlenbrach, 2009) and governance decisions like 

CEO pay-performance sensitivity (Bebchuk, Grinstein, and Peyer, 2010; Bertrand and 

Mullainathan, 2001; Cronqvist and Fahlenbrach, 2009). If the firm’s strategy and 

governance are expected to shift under the leadership of a blockholder-director, a natural 

question is whether and how this influences debtholders. 

                                                 
19 My descriptive statistics, discussed in a later section, indicate that blockholders frequently sit on the 
board. I estimate that 22% of firm-years have at least one blockholder on the board. This frequency also 
speaks to the economic importance of my research. 
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Debt Contracting 
Jensen and Meckling (1976) describe a firm as a “nexus of contracts,” and two 

of the most influential parties in this nexus are blockholders and debtholders. Despite 

the importance of these parties, we know relatively little about their relationship. In 

fact, evidence is mixed. For example, while Anderson, Mansi, and Reeb (2004) find 

no evidence that bondholders price blockholdings, Ashbaugh-Skaife, Collins, and 

LaFond (2006) document a positive relationship between the number of blockholdings 

and the cost of public debt. Given this mixed evidence, its age, and the fact that it is 

limited to public debt, I consider it worthwhile to revisit the topic.  

Crucially, I suggest that the blockholder’s capacity to monitor and influence 

management is a potentially omitted factor in prior research examining debt 

contracting. As discussed above, although blockholders generally are theorized to be 

influential shareholders, there is reason to believe blockholder-directors to be 

especially powerful. The theory and empirical evidence suggests that a blockholder-

director could influence the debtholder’s risk assessment of the firm. Specifically, the 

firm-specific outcomes that arise from a blockholder-director’s presence could either 

align or misalign with the interests of debtholders. To the extent debtholders rationally 

anticipate or observe the blockholder-director’s actions, I expect the debtholders to 

adjust their risk assessment of the firm accordingly.20 I outline this evidence in the 

context of the two dimensions of the agency problem outlined by Jensen and Meckling 

                                                 
20 It is possible that the blockholder-director takes an active role in negotiating favorable loan terms for 
the firm. However, active participation in the negotiation is not a requirement of my hypothesis. In 
Chapter II, I find that blockholders are attracted to less levered firms overall, but outside blockholders 
are attracted to more levered firms. 
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(1976), the owner-manager conflict and the shareholder-debtholder conflict, and ask 

how debtholders respond to the fact that blockholders potentially face diverging 

allegiances. 

 On the one hand, blockholder-directors may reduce the firm’s cost of debt if 

the debtholder views the blockholder-director as reducing owner-manager agency 

conflicts. Managers, who have only a partial financial interest in the firm, have 

incentives to extract rents, and these rents reduce expected cash flows to owners 

(Core, Holthausen, and Larcker, 1999; Jensen and Meckling, 1976). Consequently, 

debtholders increase the cost of debt for firms with greater owner-manager agency 

conflicts (Ashbaugh-Skaife, Collins, and LaFond, 2006; Bharath, Sunder, and Sunder, 

2008). Theory and empirical evidence suggest that powerful blockholders can reduce 

owner-manager conflicts. Blockholders have strong financial incentives to monitor 

management, and blockholders who sit on the board have superior resources to do so. 

For example,  Bertrand and Mullainathan (2001) show that pay-performance 

sensitivity of managers is greater for firms with a blockholder on the board. Corporate 

governance aimed at mitigating owner-manager conflicts is viewed favorably by 

debtholders (Ashbaugh-Skaife, Collins, and LaFond, 2006). So, to the extent that 

blockholders reduce this risk factor, debtholders should respond by reducing the cost 

of debt. 

 On the other hand, blockholder-directors may raise the firm’s cost of debt if 

debtholders perceive a risk of asset substitution. This is a manifestation of the 

shareholder-debtholder conflict. Specifically, asset substitution refers to the preference 
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by shareholders to engage in projects riskier than those preferred by debtholders, and 

derives from equity’s resemblance of a call option (Jensen and Meckling, 1976). Prior 

literature demonstrates that debtholders view blockholders as champions of asset 

substitution; Ashbaugh-Skaife, Collins, and LaFond (2006) document that credit 

ratings are lower for firms with more blockholders. Furthermore, there is reason to 

believe this concern should be heightened for blockholder-directors. Cronqvist and 

Fahlenbrach (2009) show that blockholders who are directors have greater influence 

on M&A, R&D, and dividend policy than blockholders who are not directors. These 

are all activities that a debtholder would likely classify as substitution risks. If 

blockholder-directors encourage risk taking, I would expect debtholders to respond by 

raising the cost of debt.21 

 It is also worthwhile to consider prior evidence of the relationship between 

debtholders and the board. Prior research consistently shows that debtholders price 

attributes of the board of directors like independence and size, due to the board’s 

influence on risk factors relevant to debtholders (e.g., Anderson, Mansi, and Reeb, 

2004; Fields, Fraser, and Subrahmanyam, 2012). Therefore, I expect to find that 

debtholders price this dimension of board quality, a board member representing a 

                                                 
21 Blockholder-directors might influence the cost of debt indirectly through financial reporting quality. 
Financial reporting quality is fundamental to debtholders in evaluating risk and enforcing contracts 
(Armstrong, Guay, and Weber, 2010; Bharath, Sunder, and Sunder, 2008; Christensen, Nikolaev, and 
Wittenberg-Moerman, 2016). However, there is mixed evidence regarding the relationship between 
blockholders and financial reporting quality. If blockholders monitor management closely, financial 
reporting quality may improve. However, both concentration of ownership and board representation 
remove asymmetry between shareholders and managers, thus reducing the owner’s demand for 
financial reporting quality (Armstrong, Guay, and Weber, 2010). I control for accounting quality in my 
regressions via discretionary accruals, restatements, and audit fees. 
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major shareholder. Unlike prior research on board quality and cost of debt, however, 

the attribute I study (blockholders on the board) is expected to be perceived differently 

by equity holders and debtholders. The question underlying my research is how 

debtholders’ perceptions of board quality shift. 

Thus, the theory motivating my research predicts mixed effects. While theory 

suggests that blockholder-directors generally decrease owner-manager conflicts, it 

suggests that they generally increase shareholder-debtholder conflicts. Because of the 

conflicting theoretical perspectives, I state my first hypothesis in the null form: 

H1: The presence of a blockholder on the board does not affect a firm’s bank 

loan interest rate. 

If blockholder-directors are expected to influence the firm’s cost of debt, it is 

also reasonable to expect them to influence non-price terms of debt. Incomplete 

contracts theory proposes that shareholders and debtholders use non-price terms like 

covenants as a way of planning for future unknowns (Christensen, Nikolaev, and 

Wittenberg-Moerman, 2016). This prevents a hold-up, i.e., one party attempting to 

dominate the renegotiation of the contract after the revelation of new information. 

Although the contracting parties cannot anticipate every possible eventuality and write 

the contract accordingly, they can set overarching criteria for the circumstances that 

lead to a transition of control at a threshold that optimizes firm value (Dewatripont and 

Tirole, 1994). This threshold need not be bankruptcy; for example, debt covenants 

serve as early warnings allowing debtholders to intervene to protect their investment 

and firm value (Chava and Roberts, 2008; Nini, Smith, and Sufi, 2009).  



Texas Tech University, Blair B. Marquardt, May 2018 

69 

Issues of corporate control are expected to be especially important when a 

blockholder is powerful, such as through board representation. For example, Gilson 

(1990) show that blockholders concentrate their holdings and the proportion of non-

management blockholders on the board increases after bankruptcy, implying a race for 

power during the recovery from financial distress. If a blockholder-director is a likely 

instigator of a hold-up, the debtholders may respond by expanding the criteria under 

which they obtain control. On the other hand, if the debtholder views residual 

information asymmetry as reduced after the blockholder joins the board, non-price 

terms may not need to be as stringent (Francis, Hunter, Robinson, Robinson, and 

Yuan, 2017). Given this conflicting theory, I state my second hypothesis in the null 

form: 

H2: The presence of a blockholder on the board does not affect the strictness of 

a bank loan’s non-price terms. 

Although analyses that consider all blockholder-directors are meaningful, it is 

also helpful to consider whether these effects differ based on the blockholder’s 

identity. Owner-manager and shareholder-debtholder conflicts likely differ based on 

the blockholder’s relationship with the firm. For example, family members may have 

superior inside information about the firm, and may have monitoring preferences that 

diverge from those of the rest of the firm’s shareholders due to their personal ties to 

the firm (Chen, Chen, and Cheng, 2008). If family members still serve in management 

roles, family members may be less rigorous monitors. Shareholder-debtholder 

conflicts are expected to be lower for family firms because founding families have a 
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preference for firm survival, similar to debtholders. This is highlighted by the research 

of Anderson, Mansi, and Reeb (2003). They find that cost of public debt is lower in 

firms with significant founding family ownership, consistent with founding families 

having a lower risk preference and reputational/sentimental attachment to firm 

survival. Since debtholders are also principally concerned with firm survival through 

debt maturity, they see family owners as lower risk. 

Financial institutions represent another major type of blockholder, and are 

characterized by strong financial interests, rather than personal interests (Jensen, 

1993). Institutional blockholders have been associated with various dimensions of 

governance, including transparency of management disclosures (Ajinkya, Bhojraj, and 

Sengupta, 2005), a stronger link between executive pay and performance (Hartzell and 

Starks, 2003), and mitigation of CEO horizon myopia (Cassell, Huang, and Sanchez, 

2013). However, they may also encourage risk-taking more than inside owners, 

implying greater shareholder-debtholder conflicts a priori. For example, Bebchuk, 

Brav, and Jiang (2015) document that activist institutions increase the market value of 

equity. In fact, recent evidence suggests that activists use directorships specifically to 

accomplish operational objectives (Bebchuk, Brav, Jiang, and Keusch, 2017; Gow, 

Shin, and Srinivasan, 2017). Bhojraj and Sengupta (2003) highlight the nuanced 

relationship between institutional owners and debtholders. While the authors find that 

institutional ownership is associated with lower bond yields, a higher concentration of 

institutional ownership is associated with higher bond yields. Another notable paper 

studies employees of financial institutions serving on the board of Spanish firms. 
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García-Meca, López-Iturriaga, and Tejerina-Gaite (2017) find that these board 

members are associated with lower levels of leverage when they have other financial 

relationships with the firm (e.g., banking, insurance). The authors do not study the cost 

of debt. Given that incentives are not homogenous across blockholder types, I would 

expect debtholders to consider blockholder type when adjusting the cost and terms of 

debt for the presence of a blockholder on the board. I state my third hypothesis in the 

null form: 

H3: The effect of a blockholder joining the board on the firm’s debt 

contracting process does not differ based on the blockholder’s relative personal 

interest in the firm. 

Empirical Methods 
Hypotheses 1 and 2 address whether a blockholder on the board affects the cost 

and strictness of the debt contract. I operationalize this research question through a 

panel regression as follows: 

 	 , ∗ , ∗ , ,                  (1) 

The dependent variable takes one of three proxies: 	

	  (loan facility interest rate in excess of LIBOR, stated in basis points, 

plus 1 then log transformed), 	  (a dummy equal to 1 if the loan 

facility requires collateral), or 	  (the number of financial and net 

worth covenants associated with loan package).22 A higher all-in-drawn spread, the 

                                                 
22 There are multiple dimensions to the intensity of a loan’s covenants. Other dimensions include the 
cushion between a covenant requirement and the actual financial ratio (i.e., slack) and the covariance 
between covenants (Murfin 2012). However, the number of covenants remains a common proxy for 
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presence of a collateral requirement, or a higher number of covenants would be 

considered evidence of stricter loan terms. I use least-squares regression for all-in-

drawn spread, logistic regression for the collateral dummy, and Poisson regression for 

the covenant count (Christensen and Nikolaev, 2012). Loan data comes from 

Thompson Reuters DealScan.23 The independent variable of interest takes one of four 

proxies: 	  (a dummy equal to 1 if the firm-year has at least one 

blockholder-director), 	  (the number of blockholder-directors in the firm-

year), 	  (the number of blockholder-directors scaled by board size in the 

firm-year), or 	  (the percent of shares outstanding held by blockholder-

directors out of 100). Blockholder data comes from my hand-collected dataset 

described in Chapter II. 

Control variables are as follows. Prior literature focuses on the effect of the 

level of ownership by major shareholders. Thus, I include , the 

percent of shares outstanding held by blockholders out of 100. Further, to control for 

systematic differences in the risk factors between firms that nominate a blockholder to 

the board and those that do not, I add an event firm indicator 	 , a dummy 

equal to 1 if the firm has a blockholder on the board at any point in my sample 

(Godsell, Welker, and Zhang, 2017). This control allows for an intercept shift for these 

firms, and the coefficient for 	  captures the shift during the years a 

                                                 
covenant intensity (Christensen and Nikolaev, 2012; Francis, Hunter, Robinson, Robinson, and Yuan, 
2017; Murfin, 2012). 
23 All-in-drawn spread is a measure of variable rate interest, whereas collateral and covenant 
requirements are available for both fixed and variable rate facilities. Therefore, the sample size is larger 
for the latter variables. 
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blockholder is not serving on the board.24 I also control for other loan characteristics 

expected to influence the terms of financing. 	 	  is the log of 1 plus 

the dollar amount of the loan facility. 	  is the log of 1 plus the maturity 

of the loan facility in months. 	 	 	  is the log of 1 plus the 

number of lenders involved in a given loan facility. 	 	  

is a dummy variable equal to 1 if the loan facility has a performance-pricing 

stipulation.25 

I control for several other time-variant firm characteristics expected to 

influence debt contracting. 	  is the log of 1 plus total assets.	  is the 

firm’s market-to-book ratio, a proxy for growth opportunities and risk of asset 

substitution.  is the firm’s ratio of debt to assets. &  is property, plant, 

and equipment scaled by total assets, a proxy for the tangibility of assets.  is the 

firm’s net income scaled by total assets, a proxy for profitability.   is the 

firm’s Z-score, controlling for financial health. 	  is the number of years the 

firm has been listed in Compustat, as younger firms are generally considered riskier to 

lenders. | 	 |  is the absolute value of performance-adjusted 

discretionary accruals (Kothari, Leone, and Wasley, 2005), a proxy for earnings 

management. 	 	  is the cash flow from available from operating 

activities, a proxy for the availability of liquid assets. 	  is a dummy 

                                                 
24 I discuss other methods to address endogenous differences between firms with and without 
blockholder-directors in Section V. 
25 Another common control for bank debt regards syndicated vs. non-syndicated loans. I do not control 
for this because I found that my sample displayed almost no variability; 98% of loan facilities were 
syndicated. 
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equal to 1 if there was a change in CEO in the most recent year. 	 	  is the 

proportion of the CEO’s total compensation allocated to stock-based compensation. 

To distinguish my work from prior research on board quality, I control for 

	 , the percent of independent directors on the board (Fields, 

Fraser, and Subrahmanyam, 2012). 	 	  is the log of audit fees to control 

for audit-related risk factors (Francis, Hunter, Robinson, Robinson, and Yuan, 2017). 

	  is a dummy equal to 1 if the firm announced a restatement 

within the year prior to the facility start date (Graham, Li, and Qiu, 2008). 

	  is the distributions made to shareholders via dividends and 

share repurchases in the most recent year, a proxy for asset substitution. Finally, to 

control for macroeconomic factors related to interest rates, I control for 

	 , the difference between the 10-year and 2-year Treasury yields, and 

	 , the difference between Moody’s seasoned BAA corporate bond 

yield and AAA corporate bond yield. Both are measured as of the month of the loan 

facility start date. 

Loan variables are at the facility level, with the exception of covenant 

requirements, which is at the package level. Time-variant firm characteristics, 

including blockholder-director variables, are measured as of the report date 

immediately prior to the facility start date. Quarterly data is used when available (e.g., 

financial statement data) to replicate the information set available to lenders at the 

time of the debt contract. In all regressions, I include fixed effects for industry, loan 

type, and loan purpose, and cluster standard errors by firm (Francis, Hunter, Robinson, 
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Robinson, and Yuan, 2017; Petersen, 2009). See the Appendix for detailed variable 

definitions and winsorization thresholds. 

Furthermore, as outlined in Hypothesis 3, I expect the relationship between 

blockholder-directors and debt contracting to differ based on whether that blockholder 

is an insider (member of the founding family or management) or outsider (all others, 

including financial institutions). Thus, I rerun the regressions splitting blockholder-

directors, blockholdings, and the event firm indicator by insiders and outsiders. All 

other aspects of the regressions remain the same.26 

	 , ∗ 	 , ∗ 	 ,  

∗ 	 , ∗ 	 ,  

∗ 	 	 , ∗ 	 	 , 	 ∗ , ,        (2) 

Empirical Results 
Table 14 provides descriptive statistics on hand-collected blockholder data. I 

provide descriptive statistics overall and for the various categories of blockholders. 

Inside blockholders include founding families and management; outside blockholders 

include institutions, unaffiliated individuals, corporations, and others.27 Panel A 

indicates that large shareholders control on average 27% of shares outstanding. In fact, 

97% of firm-years have at least one blockholder, replicating the conclusion of 

Holderness (2009) that blockholders are ubiquitous. The majority comes from outside 

                                                 
26 I detail all tests of robustness to alternate specifications and endogeneity in Section V. 
27 For brevity, I do not tabulate descriptive statistics for “other” blockholders. This group is so rare that 
the descriptive statistics are uninformative and immaterial. 
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blockholders, primarily financial institutions; institutional blockholders hold 23% of 

the average firm-year’s shares outstanding. 

 Extending the literature on blockholders, the descriptive statistics in Panels B 

through E also indicate that blockholders sit on the board frequently. At least one 

blockholder serves on the board in 21.9% of firm-years. In fact, nearly 45% of firms 

have a blockholder on the board at some point in my sample. This speaks to the 

economic significance of my research. Both insiders and outsiders are represented 

frequently; 14% of firm-years have at least one blockholder who is a member of a 

founding family or management (insiders), and 9% of firm-years have at least one 

blockholder classified as an outsider, primarily comprising individual investors and 

representatives of financial institutions. In Panel C, the distribution of the number of 

unique directors representing blockholders is more even. On average, there are 0.20 

insiders and 0.16 outsiders representing blockholders on the board. This, combined 

with Panel B, suggests that while a firm is more likely to have an insider than an 

outsider blockholder-director, outsiders are more likely to appoint multiple 

individuals. 

[Table 14 about here.] 

 Descriptive statistics for the variables in the bank loan regressions, presented at 

the facility level, are reported in Table 15 (n = 4,725). The average facility is priced 

168 basis points above LIBOR and has 1.3 covenants. 37% of facilities require the 

borrower to post collateral. The average loan amount is $800,079 with a maturity of 

52 months. Regarding blockholder-directors, the average facility is associated with a 
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borrower with 0.35 blockholders on the board, accounting for 3.8% of the total board 

size and 3.8% of shares outstanding. This translates to a blockholder-director present 

at the borrowers of 21% of facilities. Figure 4 provides additional detail on the types 

of blockholder-directors represented in the data. It presents the number of bank loan 

facilities with each type of blockholder-director. For example, 363 facilities are 

written to firms with a board member who is a blockholder, founder, and manager; 

256 facilities are written to firms with institutional representatives on the board. 

Regarding blockholder ownership, the average facility is written to a borrower with 

27% of shares outstanding held by blockholders. Other control variables are consistent 

with expectations. For example, the market value of equity is 3.2 times book value; 

debt accounts for 24% of assets; average return on assets is 1.5%. 

[Table 15 about here.] 

[Figure 4 about here.] 

Table 16 Panels A and B provides descriptive statistics split on blockholder-

directors; specifically, 1) observations with a blockholder-director, 2) observations 

without a blockholder-director, 3) observations with an inside blockholder-director 

and 4) observations with an outside blockholder-director. Comparing firms with and 

without a blockholder-director (Panel A), some notable patterns emerge. Blockholder-

director firms have a higher all-in-drawn spread, higher frequencies of collateral 

requirements, and more covenants. However, it is also notable that that these firms 

also appear higher risk across multiple dimensions. They are younger and smaller, 

have lower operating cash flows, and have higher frequencies of restatements in the 



Texas Tech University, Blair B. Marquardt, May 2018 

78 

last year. Thus, it is unclear ex ante the extent to which the correlation between 

blockholder-directors and loan terms will hold in a multivariate setting. 

 It is also informative to compare observations with inside vs. outside 

blockholder-directors (Panel B), and it is apparent that the risk profiles of these firms 

differ as well. Inside blockholders on the board are associated with lower interest rates 

and collateral frequencies than outside blockholders on the board. They are also 

associated with better financial health and financial performance and lower leverage. 

These descriptive statistics further motivate my interest to analyze the unique effects 

of different types of blockholder-directors. 

[Table 16 about here.] 

 A correlation table of variables of interest is presented in Table 17. Again, data 

are presented at the bank loan facility level. Several significantly positive correlations 

are apparent between the blockholder-director variables and bank loan terms (e.g., all-

in-drawn spread and blockholder-director dummy). The magnitude of the correlations 

are moderate and within expectations. Debt contract terms are also correlated with 

other features of firm risk as expected, including size, age, and financial performance 

(untabulated for brevity). 

[Table 17 about here.] 

 Table 18 presents the least-squares regression results testing null Hypotheses 1 

and 2, which state that blockholder-directors do not affect the cost and terms of bank 

loan contracts. In all panels, Models 1 through 4 present results using four different 

proxies of blockholder-directors: a blockholder-director dummy, the count of 
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blockholder-directors, the percent of the board comprised of blockholders, and the 

percent of shares outstanding held by blockholder-directors. Panel A utilizes least-

squares regression.28 Panels B and C utilize logistic and Poisson regressions, 

respectively. 

Table 18 Panel A reports results for the log of all-in-drawn spread, i.e., interest 

rate premium over LIBOR. Across the models, a pattern emerges. Blockholder-

directors are significantly associated with a lower cost of debt in all four models. 

Thus, the Table 18 Panel A provides evidence rejecting the null Hypothesis 1. 

Specifically, it provides evidence that blockholders on the board are associated with a 

lower all-in-drawn spread, resulting in more affordable debt financing to those firms, 

after controlling for other risk characteristics. Notably, this includes controlling for the 

level of stock ownership by blockholders. The evidence also suggests the effect is 

economically significant. In Model 1, the presence of a blockholder on the board is 

associated with a 10.1% decrease in the loan spread. In Model 2, the addition of one 

more blockholder to the board is associated with a decrease in loan spread of 3.7%.29 

It is also notable to examine the control variable 	 . This dummy takes 

the value 1 if the firm has a blockholder-director at any point in the sample. Thus, 

when added to the regression with variables capturing the current presence of a 

blockholder-director (e.g., 	 ), the coefficient on 	  captures the 

                                                 
28 I use STATA function reghdfe to model the three-dimensional fixed effects in the least squares 
regressions in Panel A. This function drops the intercept in favor of fully specified fixed effects. 
Consequently, no intercept coefficient is reported. This design has no impact on the coefficients of 
interest, and I point it out only for clarity to the reader. 
29 Estimates of economic significance calculated as follows:  
100 ∗ . 1 10.1; 100 ∗ . 1 3.7. 
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intercept shift for these firms during the years that they do not have a blockholder on 

the board. This coefficient is positive and statistically significant across all four 

models. This implies that these firms are perceived as riskier to debtholders during the 

periods a blockholder is not on the board in manners not already captured by other 

control variables. When the blockholder is on the board (i.e., when 	  

equals 1), the riskiness of the firm declines. In an untabulated test of joint significance, 

I find that the sum of the coefficients of 	  and 	  is not 

significantly less than 0 (F = 0.03). This is consistent with an interpretation that these 

firms suffered from significant owner-manager agency conflicts during the periods 

without the blockholder-director, but the blockholder helps resolve this conflict during 

his or her tenure, such that when the blockholder-director is present, the firm’s risk 

profile is comparable to that of other firms.30 Recall that in univariate analyses in 

Tables 16 and 17, blockholder-directors were associated with a higher cost of debt. 

However, these individuals were also documented at higher rates in firms with several 

other high-risk characteristics in Table 16. An interpretation of this collective 

evidence, then, is that although blockholders tend to sit on the board of riskier firms, 

their presence reduces the overall risk in the eye of the debtholder. This conclusion is 

similar to those of Ashbaugh-Skaife, Collins, and LaFond (2006) and Anderson, 

                                                 
30 The variables 	  and 	  also do not present a multicollinearity problem. Naturally, 
the variables display a reasonable correlation of 0.64 (untabulated), as 	  is a subset of 

	 . However, as previously stated, while a large number of firms are affected by blockholder-
directors at some point in the sample, a smaller fraction is affected in any one year. This is apparent in 
Table 15, where a large fraction of facilities in the sample (40%) have 	 1, but a lower 
fraction (21%) have 	 1. Furthermore, the variance inflation factors of both variables are 
less than or equal to 3, indicating that multicollinearity is not severe (Greene 2012). 
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Mansi, and Reeb (2004), who find that debtholders offer a discount for board 

attributes associated with lower owner-manager agency conflicts. Across all the 

models, control variables generally display the expected relationships with the loan 

spread. The level of blockholdings is positively associated with the cost of debt. 

[Table 18 about here.] 

I test null Hypothesis 2 in Table 18 Panels B and C. Panel B reports the results 

of a logistic regression of the presence of a collateral requirement, and Panel C reports 

the results of a Poisson regression of the number of covenants associated with the 

loan. Model designs are otherwise identical to Panel A. Panel B provides no evidence 

that the presence of a blockholder-director affects the rigor of the loan’s collateral 

requirements. The coefficients on the blockholder-director proxies are not statistically 

significant at conventional levels in any of the models. Panel C, on the other hand, 

provides moderate evidence rejecting the null hypothesis for covenant count. Two of 

four specifications document a significant negative relationship between blockholder-

directors and the number of covenants attached to the loan. The coefficient is also 

negative in the other two models, although not statistically significant. The negative 

relationship is consistent with debtholders viewing blockholder-directors as favorably 

overall, thereby reducing the burden of borrowers in the form of covenants. This 

complements the finding in Panel A; both suggest the monitoring effect of 

blockholder-directors dominates their risk of asset substitution in the eyes debtholders. 

Thus, the evidence provides moderate evidence rejected the null Hypothesis 2, but 
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only with regard to loan covenants. I do not reject the null hypothesis for collateral 

requirements. 

Although not directly related to my hypotheses, it is also worthwhile to inspect 

the results for the level of blockholdings in regard to collateral requirements and 

covenant count. As discussed earlier in the paper, prior literature has examined the 

effect of blockholdings on the cost of public debt (e.g., Anderson, Mansi, and Reeb, 

2004; Bhojraj and Sengupta, 2003). However, to my knowledge, no prior paper has 

examined the effect of blockholdings on private debt, and thus no evidence exists of 

the effect on non-price terms. Table 18 Panel B suggests that the level of ownership by 

blockholders is positively associated with the probability of a firm posting collateral 

for a loan. Panel C suggests that the blockholder ownership is not associated with 

covenant count. This paper represents the first evidence, to my knowledge, of the 

effect of the level of blockholdings on non-price terms of debt. 

Next, I test null Hypothesis 3, which states that the effect of a blockholder-

director on debt contracting does not depend on the director’s relationship with the 

firm. Specifically, I expect that blockholders with relatively more personal interests in 

the firm (i.e., managers and founding families) will have a different effect than 

blockholders whose interest is merely financial (e.g., institutions, individual 

investors), as their incentives regarding both monitoring and risk shifting are different. 

Table 19 reports the results of regressions where the independent variables of interest 

are split by inside and outside blockholder-directors.  and 	  

are similarly split. This allows me to estimate separate coefficients for each 
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blockholder type, and provides evidence regarding the weight placed by debtholders 

on each. All other dimensions of the regressions are identical to Table 18. 

The results of Table 19 provide very little evidence rejecting the null 

Hypothesis 3. In fact, splitting the variables appears to reduce the power of the test 

considerably. In Panel A, the blockholder-director variables are no longer significantly 

related to the loan spread, although the coefficients remain negative for both insiders 

and outsiders. The exception is Model 4, which documents a significant negative 

relationship between the shares held by outside blockholder-directors and all-in-drawn 

spread. Panel B provides no evidence that splitting the blockholder-director improve 

the predictability of collateral requirements. Panel C presents a pattern similar to Panel 

A. Outside blockholder directors are generally negatively associated with the number 

of covenants, but this only rises to statistical significance in Model 4, consistent with 

fewer constraints on borrowers. Overall, Table 19 provides only limited evidence 

rejecting the null Hypothesis 3. The effect is limited to only certain specifications. 

Panels A and C provide evidence for an interpretation that debtholders reduce the 

burden of borrowers when outside blockholder-directors own a greater proportion of 

the firm’s equity.  This increases the firm’s flexibility in its use of the funds. However, 

I document no evidence that inside or outside blockholder-directors affect collateral 

requirements. 

[Table 19 about here.] 

Again, it is worthwhile to consider the effect of the level of blockholdings. In 

Table 19 Panels A and B, it is the blockholdings by outsiders that drive the positive 
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effect on the loan spread and collateral requirements. Neither inside nor outside 

blockholdings appear to meaningfully predict covenant count. The effect of insiders is 

negative but insignificant across most models. This represents a deviation from the 

conclusions of Anderson, Mansi, and Reeb (2003), who study family firms and public 

debt. Anderson, Mansi, and Reeb (2003) document a significant negative relationship 

between insiders and the cost of debt, whereas I document a marginally significant 

positive relationship between outsiders and the cost of debt. Our divergent conclusions 

may relate to the different debt sources (public vs. private), time period studied 

(1990’s vs. 2000’s), and sample source (S&P 500 vs. S&P 1500). 

Taken together, Tables 18 and 19 provide some mixed evidence for 

Hypotheses 1, 2, and 3. I document notable evidence that blockholder-directors are 

associated with a lower cost of debt and fewer covenants. I also document limited 

evidence that outside blockholder-directors primarily drive this relationship. I fail to 

find support for any effect of blockholder-directors on collateral requirements. Thus, 

the results are mixed, but to the extent a blockholder’s presence on the board does 

influence debt contracting, it generally appears to reduce, not increase, the cost or 

burden to the borrowing firm. 

Additional Tests of Bank Loans 

Cross-Sectional Splits and Robustness Tests 
In this section, I consider several alternate specifications of the main models in 

order to gain additional insights on the relationship between blockholder-directors and 

bank loans. First, I rerun the test of blockholder-director types with more detailed 
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independent variables of interest. It is possible that more specific types of 

blockholders drive the patterns noted in Table 19. Therefore, instead of categorizing 

blockholder-directors into insiders and outsiders, I use their more detailed categories 

of founding families, management, financial institutions, individuals unaffiliated with 

the firm, and corporations. I exclude “other” blockholder-directors, as there are only 

two observations in this category. All other dimensions of the model are identical to 

Table 19, including 	 , 	 , 

	 	 , and 	 	 . 

I report the results of this test in Table 20. Recall that Table 19 provides 

limited evidence that outsiders drive the effect of blockholder-directors on all-in-

drawn spread and covenant count. This pattern is generally upheld in Table 20 Panels 

A and C, with additional nuance. The effect on all-in-drawn spread appears driven by 

individual investors unaffiliated with the firm. The effect on covenant count appears 

driven by corporations and to a lesser extent, financial institutions. Given that 

individuals and corporations are probably less diversified than financial institutions, 

this result makes sense. These parties are less likely prone to excessive risk taking, so 

it is reasonable that the monitoring effect would be especially dominant here. 

Another notable finding regards collateral. Whereas I find no evidence of an 

effect of blockholder-directors on collateral requirements in Tables 18 and 19, I do 

find a relationship in Table 20. Specifically, individual investors are associated with a 

lower likelihood of collateral requirement. This finding is consistent with the 

discussion above; these individuals are expected to be less risk seeking than other 
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outsiders. Thus, it is more likely that their monitoring effect would dominate, lowering 

the risk in eyes of potential lenders. 

[Table 20 about here.] 

Next, I consider alternate specifications of the test of covenant count. 

Christensen and Nikolaev (2012) suggest that different types of loan covenants serve 

different purposes. Specifically, the authors split covenants into two major groups: 

capital and performance. Capital covenants generally stipulate certain ownership 

structures or net worth levels, including minimum requirements for equity ownership. 

They attempt to align shareholder-debtholder incentives ex ante by requiring both 

parties to keep “skin in the game.” Performance covenants generally stipulate certain 

levels of earnings relative to debt, interest, etc. They serve as ex post triggers for the 

shift in control from shareholders to debtholders when poor performance threatens the 

debtholders’ investment. Performance covenants are also more commonly paired with 

“negative” covenants that restrict actions like dividends and mergers (Christensen and 

Nikolaev, 2012). 

It is worthwhile to consider how a debtholder would revise capital versus 

performance covenants in the face of a blockholder on the board. By definition, 

blockholder-directors have a significant equity stake in the firm. Therefore, one might 

expect capital covenants to be less important to debtholders. However, if the 

blockholder-director has flexibility to “cut and run” in future states of bad outcomes, 

this would incentivize extreme risk taking and asset substitution (Jensen and 
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Meckling, 1976). Given a blockholder’s superior inside information as a board 

member, this risk is especially high. 

In Table 21, I replicate the results of Table 18 Panel C and Table 19 Panel C, 

splitting the dependent variable into the number of capital covenants (Panels A and B) 

and the number of performance covenants (Panels C and D). I follow the methodology 

of Christensen and Nikolaev (2012) to classify covenants as capital or performance 

covenants. Recall that in Tables 18 and 19 I document moderate evidence of a 

decreasing effect of blockholder-directors and that the relationship appears primarily 

driven by outsiders. This is consistent with debtholders viewing blockholder-directors 

favorably and granting greater flexibility to the firm in the form of fewer covenants.  

Upon inspection of Table 21, it is apparent that this pattern is limited to 

performance covenants, not capital covenants. Table 21 Panels C and D present a very 

similar pattern as those reported earlier, whereas Table 21 Panels A and B do not. 

Thus, debtholders relax covenants related to performance metrics, but not those related 

to capital requirements. This is consistent with an interpretation that debtholders allow 

firms with blockholder-directors greater flexibility in decision-making and place fewer 

triggers upon which control passes to debtholders, so long as shareholders (including 

blockholders) maintain their ownership in the firm, ensuring shareholders bear 

sufficient risk. Consistent with the theory outlined in the literature review, debtholders 

reward blockholder-director firms for reducing owner-manager conflicts with fewer 

performance covenants, while retaining capital covenants intended to mitigate the risk 

that blockholder-directors exacerbate shareholder-debtholder conflicts. 
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[Table 21 about here.] 

I perform several other untabulated robustness tests of my main models 

(Tables 18 and 19). First, although I control for macroeconomic factors in my main 

model via term spread and credit spread, an alternative method would be to use year 

fixed effects. When I drop term spread and credit spread and add year fixed effects, 

statistical significance is weaker for two models of all-in-drawn spread, but the pattern 

is largely consistent. Overall, conclusions are unchanged. 

Conclusions are unchanged when I add a control variable for the concentration 

of blockholdings, following Dou, Hope, Thomas, and Price (2016). My conclusions 

are unchanged by adding controls for the shares owned by managers/directors and 

institutions not already accounted for in the blockholdings variables. Thus, my 

conclusions do not appear to be driven by insiders or institutions generally, but by 

those who simultaneously hold board seats and at least 5% of shares outstanding. 

Finally, one might argue that blockholder-directors are simply one manifestation of a 

firm with generally strong corporate governance. Although I already control for other 

dimensions of corporate governance via the percent independent directors and the 

CEO’s compensation mix, I further add a control for entrenchment. Specifically, I 

control for the E-Index (Bebchuk, Cohen, and Ferrell, 2009). My conclusions are 

unchanged, indicating the results are not driven by generally “good” governance. 

I also consider the following alternate proxies for control variables in the 

model. I use signed discretionary accruals, instead of the absolute value of 

discretionary accruals, as an alternate measure of earnings management. Instead of the 
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level of operating cash flows, I use the eight-quarter volatility of operating cash flows, 

level of cash, and interest coverage ratio each as alternate proxies to the availability of 

liquid resources to pay debts. Conclusions are unchanged. My conclusions are also 

unchanged using least-squares regression in place of logistic and Poisson regressions 

for the collateral requirement and covenant count. 

A possible alternate explanation for my results is that the lenders themselves 

are the blockholder-directors, and thus the negative effect on the cost and terms of 

debt is due their own superior information via the board seat. Given that some non-

bank institutional investors take lending positions in their investments (i.e., shadow 

banking), this is a reasonable possibility (Ivashina and Scharfstein, 2010). To rule out 

this alternate explanation, I perform the following test. For each loan facility, I 

identify the names of all the lending entities in the transaction as reported by 

Thompson Reuters DealScan. I then compare those names to the names of all 

blockholders represented by board members, looking for similar names. This process 

turns up only 9 facilities where the lender and the blockholder-director are the same 

party. I eliminate these facilities from the data, and rerun the models in Tables 18 and 

19. My conclusions are unchanged (untabulated), ensuring that the effect of a 

blockholder-director is not driven by entities that simultaneously own equity and debt 

and have representation on the board. 

Endogeneity 
The presence of a blockholder on the board of directors is expected to be 

endogenous. Thus, in my main analyses, I add a fixed effect for firms that have a 
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blockholder-director at any point in the sample, controlling for any time-invariant risk 

factor shared by firms prone to blockholder intervention on the board (Godsell, 

Welker, and Zhang, 2017). I perform the following additional tests to mitigate 

concerns that the results are driven by other omitted correlated factors. For brevity, I 

focus my tabulated results on all-in-drawn spread and covenant count, since my main 

analyses only suggest results for those variables. No additional insights for collateral 

requirements came from the models discussed herein. 

First, I consider a model enhanced by firm fixed effects. If the reasons a 

blockholder joins the board relate to time-invariant firm-specific factors, firm fixed 

effects will adequately control for those factors (Greene 2012). I replicate Tables 18 

and 19 with the following changes. I drop the variables 	 , 	 	 , 

and 	 	  and industry fixed effects, and replace them with firm fixed 

effects. All models use least-squares regression, due to the extremely large number of 

variables.31 

The results are present in Table 22. Statistical significance of the variables of 

interest declines in all models. Indeed, only two models now show a statistically 

significant negative relationship between blockholder-directors and all-in-drawn 

spread, and none of the models are significant for covenant count. This is not 

surprising, given the rigorous standards held to the data. The models already include a 

long list of variables, two other dimensions of fixed effects, clustering by firm, and an 

                                                 
31 STATA I/C places a limit on the number of variables allowed in most functions, including logistic 
and Poisson regression. Thus, I use least-squares function reghdfe, which is designed to accommodate 
an extremely large number of variables. 
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average of only six observations per firm. Furthermore, least-squares regression is less 

efficient than Poisson regression for the covenant count. Importantly, however, the 

directional pattern documented in earlier tables is still largely apparent here. All-in-

drawn spread and covenant count display generally negative relationships with 

blockholder-directors, particularly outsiders, consistent with the main results. For all-

in-drawn spread, many of these relationships are just beyond the traditional bounds of 

two-tailed statistical significance. 

[Table 22 about here.] 

Next, I employ a propensity score matched design. Propensity score matching 

controls for observable omitted factors (Tucker 2010). It produces a matched sample 

of treatment and control firms that share very similar probabilities of experiencing a 

given treatment (in this case, the presence of a blockholder on the board). By studying 

firms that are otherwise very similar, the researcher has greater confidence that it is the 

treatment effect driving the documented relationship. I use the determinants model 

from Chapter II of my dissertation to predict the probability of a loan facility being 

attached to a blockholder-director firm. As discussed therein, the model predicts the 

probability of a blockholder-director as a function of four factors: firm performance, 

management entrenchment, accounting quality, and blockholder power.32 This is a 

suitable determinants model for the propensity score match because it is derived from 

theory and displays reasonable explanatory power (Shipman, Swanquist, and Whited, 

2017). I then match each treated loan facility (i.e., one with a blockholder-director) to 

                                                 
32 The construction of variables for the determinants model is summarized in Appendix 1. 
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a control loan facility (i.e., one without a blockholder-director). Facilities are matched 

without replacement to the nearest neighbor, applying a caliper of 0.001 (Shipman, 

Swanquist, and Whited, 2017).33 This produces 413 matched pairs. 

The results are present in Table 23. Panel A presents the regression output for 

the match. Consistent with Chapter II, the model presents reasonable predictive power 

and coefficients are in expected directions. Panel B indicates that the match was 

successful. Across nearly all determinant variables, the difference in means between 

the treatment and control groups is statistically insignificant.  The effect of the 

blockholder-directors, matched to a similar control sample, on the debt contracting 

terms is presented in Panel C. I focus my study on the all-in-drawn spread (least 

squares regression) and covenant count (Poisson regression). Consistent with Table 18 

Panel A, I document a negative relationship between the presence of a blockholder-

director and the all-in-drawn spread. However, the relationship is beyond traditional 

levels of statistical significance in Table 23 Panel C (p-value = 0.136). Consistent with 

Table 18 Panel C Model 1, I do not document a significant relationship between the 

blockholder-director dummy and the number of covenants attached to the loan. Thus 

overall, the propensity score matched results are similar to the main results, but 

display weaker statistical significance, suggesting selection bias may account for 

some, but unlikely all, of the relationship documented in my main results. 

[Table 23 about here.] 

                                                 
33 Conclusions are unchanged when I use a sample matched with replacement or when I consider 
various other calipers ranging from 0.0001 to 0.2000. 
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It is worthwhile to note that a common supplement to a propensity score 

matched sample is a difference-in-difference design. This design is popular for 

improving causal assertions because it compares treatment firms to control firms both 

before and after the treatment event. However, this design is not well suited to my 

research for the following reasons. First, my event of interest does not necessarily 

follow a standard pre-post pattern; a firm may have a blockholder-director at various 

points throughout its lifecycle and for any given number of years. Thus, I cannot apply 

a common date range for the pre and post periods. Second, my dependent variable of 

interest is not at the firm-year level; a firm may or may not issue new debt each year. 

For an effective difference-in-difference design, each treatment and control firm must 

engage a new loan facility in both the pre and post periods. Combined, these factors 

would cause me to ignore a sizable portion of my data, reducing the power of the test. 

For this reason, I do not employ a difference-in-difference design. 

Finally, I address the endogenous independent variable of interest through two-

stage least squares (2SLS). 2SLS uses an instrumental variable to predict the 

endogenous independent variable in the first stage, removing its correlation with the 

error term of the second stage. 2SLS is particularly attractive for my setting, since 

most of my proxies of the degree of blockholder representation on the board are non-

binary. A suitable instrument should satisfy two requirements. First, the relevance 

condition states that it should be related to the endogenous independent variable. 

Second, the exogeneity condition states that it should be unrelated to the dependent 

variable of interest except through the endogenous variable (Greene 2012). 
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I identify the following variable as an instrument for the endogenous presence 

of a blockholder-director. I sort my full hand-collected dataset by each unique 

blockholder. I then measure the total market capitalization held by that blockholder 

across my entire sample in a given year, an approximation of the blockholder’s size. I 

then re-sort by firm-year, and keep the blockholder market capitalization of a given 

firm-year’s largest blockholder ( 	 	 ).34 I expect this variable 

to be negatively related to the degree of blockholder representation on the board. 

Investors with a larger total investment across the market are more diversified and less 

likely to devote the time to such active monitoring as joining the board of any one 

firm. However, no theory would suggest that debtholders price the overall “size” of a 

firm’s largest shareholder directly; shareholders of all different sizes can be effective 

or ineffective monitors through a variety of mechanisms (Gillan and Starks, 2007). 

Rather, the size of a blockholder only affects a debtholder’s perceptions of risk 

indirectly through its effect on the degree active involvement with firm leadership, as 

represented by board intervention. It is impossible to design an empirical test of the 

exogeneity condition when there is only one instrument (Greene 2012). However, the 

following provides general comfort in support of this assumption. I confirm that the 

pairwise correlations between  	 	  and 	

	  and 	  are economically low (0% and -6%, 

                                                 
34 Note that this measure of size captures a blockholder’s investment across the entire sample, not just 
one firm. Thus, it is distinct from the level of investment in a given firm, which is already captured 
through the variable . 
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respectively). Further, the correlation is not statistically significant for 	

	 . 

Table 24 presents the results of the first stage regression, where the 

endogenous variable is 	  and the dependent variable of interest is 

	 	 . As expected, 	 	  is 

significantly negatively related to 	  in the first stage. Indeed, I find 

support for the relevance condition, as the absolute value of the F-statistic on 

	 	  is greater than 10 (Staiger and Stock, 1997).35 For 

parsimony, I do not tabulate the first stages of the remaining seven regressions, but 

they display the same pattern. 

[Table 24 about here.] 

 The second stage results for all-in-drawn spread and covenant count are 

presented in Tables 25 and 26, respectively. Besides the use of 2SLS, the model is 

identical to that of Table 18. The results provide promising evidence that the earlier 

conclusions documented in Table 18 hold when controlling for endogeneity via 2SLS. 

In Table 25, all four models display a highly significant negative relationship between 

the presence of a blockholder-director and the all-in-drawn spread. In Table 26, all 

four models display a moderately significant negative relationship between 

blockholder-directors and the number of covenants. While the main results in Table 18 

reported results using OLS, the results in Tables 25 and 26 suggest that the 

conclusions are unchanged when I employ 2SLS. 

                                                 
35 Based on the square of the t-statistic: 8.71 75.86. 
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[Table 25 about here.] 

[Table 26 about here.] 

Alternate Proxies of the Cost of Debt 
Bank loans represent only one dimension of a firm’s cost of debt. I consider 

private debt to be a suitable setting for my primary analysis. Bank loans represent 

approximately twice the proportion of debt funding of bonds (Bharath, Sunder, and 

Sunder, 2008), and thus are economically more important. Bank loan data are also 

quite granular, removing noise. Nonetheless, it is worthwhile to consider whether and 

how my inferences extend to other proxies of the cost of debt. In this section, I 

perform supplemental tests of the effect of a blockholder-director on the firm’s 

effective interest rate and credit rating. 

 The effective interest rate measures the cost of debt as reported on the financial 

statements. It is a worthwhile measure because it captures the aggregate cost of debt as 

reported to financial statement users. A higher effective interest rate implies a higher 

cost of debt. For example, Pittman and Fortin (2004) measure the effect of auditor 

quality on the effective interest rate for recent IPO’s, and find that firms that utilize a 

Big N auditor report lower effective interest rates. Following the authors, I measure 

effective interest rate as interest expense for the year scaled by average total debt, 

	 	 . Effective interest rate is noisy, however. If a 

borrower’s loans or bonds span multiple years, shifts in the interest rate reported on 

the financial statements might be slow to reflect new debt issues, reducing the model’s 

power to capture changes in the lenders’ risk assessment of the firm. For example, in 
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my bank loan data, the average loan maturity is 52 months (Table 15). Therefore, I 

measure the effective interest rate over the fiscal year beginning after the proxy 

statement reporting the blockholder-directors. This one-year lead allows more time for 

the dependent variable to adjust to the independent variables. I use the same four 

proxies for a blockholder-director as used the main analysis: 	 , 

	 , 	 , and 	 . Control variables are generally 

consistent with the main analysis, and are measured annually at time . Finally, all 

models include industry and year fixed effects and standard errors clustered by 

industry and year.36 

 Table 27 Panel A reports descriptive statistics for the effective interest rate. 

The average rate is 8.0%. Panels B and C present the results of least squares regression 

of effective interest rate on blockholder-director variables, plus controls. Although the 

coefficients for the four proxies for the blockholder-director are generally negative, 

consistent with the conclusions of Table 18, none of them is statistically different from 

0. Neither is there a statistically significant relationship for inside versus outside 

blockholder-directors. This implies that blockholder-directors are not associated with a 

shift in the interest expense reported on the financial statements. In fact, none of the 

variables relating to blockholders are significant predictors of effective interest rate. 

Thus, blockholders do not appear to have a significant incremental impact on the cost 

                                                 
36 The following control variables from the main analysis are not included:  	 	  and 

	 , 	 	 	 , and 	 	  as this analysis is 
not limited to bank loan data;  	  and  	 , as I include year fixed effects 
instead. 



Texas Tech University, Blair B. Marquardt, May 2018 

98 

of debt as reported to financial statement users. Conclusions are unchanged when I 

exclude observations where effective interest is 0 (untabulated). Conclusions are also 

unchanged when I use a Tobit model with a lower limit of 0 (untabulated), allowing 

me to simultaneously model the choice to issue debt and the effective interest rate 

incurred upon that choice (Greene 2012; Petersen 2009). Finally, conclusions are 

unchanged when I add lagged effective interest rate as an independent variable to 

reduce noise. 

[Table 27 about here.] 

 Credit ratings are another common measure of the cost of debt, and capture the 

risk specific to public debtholders. Prior literature uses credit ratings as a proxy for the 

cost of public debt, as they are very highly correlated  (Ahmed, Billings, Morton, and 

Stanford-Harris, 2002). A higher credit rating implies a lower cost of debt. I source 

	  from the S&P Ratings database, and measure it as of the month 

ending four quarters after the proxy statement date. I transform the ratings into ranks 

following Anderson, Mansi, and Reeb (2003). The authors rank each rating category 

from 1 to 22, with a higher rank corresponding a higher credit rating. The rank-

transformed credit rating represents an ordinal variable; although the numeric ranking 

conveys meaning about the nature of the underlying construct (credit quality), 

differences between ranks are not assumed uniform. Therefore, following Ashbaugh-

Skaife, Collins, and LaFond (2006), I use ordinal logistic regression to estimate the 

effect of a blockholder-director on credit ratings. Independent variables of interest and 
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control variables are consistent with Table 27. All models include industry and year 

fixed effects and clustered standard errors (Gow, Ormazabal, and Taylor, 2010). 

 Table 28 Panel A presents descriptive statistics for the dependent variable, 

credit rating rank. The average credit rating rank is approximately 13, corresponding 

to a BBB- rating according to the methodology of Anderson, Mansi, and Reeb (2003). 

Panels B and C present the results of an ordered logistic regression of the credit rating 

ranks on the presence of a blockholder-director overall and split by insiders and 

outsiders, respectively. In Panel B, there is a persistent positive relationship between 

the presence of a blockholder-director and the firm’s credit rating. However, the 

relationship is only statistically significant in Model 4. Thus, the table provides some 

limited evidence that firms with blockholder-directors experience a lower cost of 

public debt, extending the conclusions from the main analysis (Table 18) to credit 

ratings. Also consistent with the main analysis (Table 19), Panel C suggests that 

splitting the data into inside and outside blockholder-directors does not yield 

significant insights. Only one proxy, the percent of directors comprised of inside 

blockholders, is weakly negatively significantly related to the credit rating. Conclusion 

are unchanged when I measure the credit rating as of the fiscal year end immediately 

following the proxy statement date. Conclusions are also unchanged when I use 

alternate methods from the prior literature to rank credit ratings (Ashbaugh-Skaife, 

Collins, and LaFond, 2006; Bhojraj and Sengupta, 2003). 

[Table 28 about here.] 
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The evidence in Table 28 suggests that blockholder-directors are associated with a 

lower cost of debt, implying the owner-manager agency conflict dominates the 

shareholder-debtholder conflict. The evidence in this section suggests that this 

conclusion extends somewhat to the cost of public debt, as represented by the firm’s 

credit rating. This provides additional validity to the broad takeaways of the paper. 

However, the conclusions do not appear to extend to the cost of debt reported on the 

financial statements, as represented by the effective interest rate. Given the noise 

inherent in that proxy, it is not surprising that a relationship is hard to detect. 

Conclusion 
I examine the effect of a powerful blockholder – one who sits on the board of 

directors – on debt contracting. Debt contracting is an important issue because it 

addresses how separate capital providers with different incentives resolve the moral 

hazard between them (Chava and Roberts, 2008). My research sheds light on the 

relative influence of two distinct aspects of the agency conflict on debt contracting. 

While the debtholder may benefit from some behaviors of the blockholder-director, he 

or she may suffer from other behaviors of the blockholder-director. On the one hand, 

blockholder-directors may be good for mitigating dead-weight loss and entrenchment 

by management. Such behaviors are costly to the firm and increase risk to all owners 

(Bebchuk, Cohen, and Wang, 2013; Gompers, Ishii, and Metrick, 2003). Thus, 

debtholders should want to minimize them. On the other hand, blockholder-directors 

may encourage greater risk-taking, e.g., if they perceive the firm to be undervalued 

(Bebchuk, Brav, Jiang, and Keusch, 2017). While this risk-taking may be value adding 
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to an equity owner, a debtholder does not benefit from the widened payoff distribution 

it brings. My research evaluates the net effect of these competing forces on the cost 

and terms of debt. 

My results provide moderate evidence that blockholders who sit on the board 

are associated with a lower cost and burden of debt, as represented by bank loans’ all-

in-drawn spread and covenant count. I also document limited evidence that 

blockholder-directors without personal connections to the firm appear drive this 

relationship. However, I do not find any evidence of blockholder-directors influencing 

a firm’s requirement to post collateral as part of the loan, except unaffiliated 

individuals. Collectively, my results provide mixed evidence of the effect of a 

blockholder-director on the bank loan contracting process. However, to the extent a 

significant effect is documented, it is consistent with an interpretation of lowering the 

burden of borrowing firms. I do not find notable evidence that blockholder-directors 

are associated with stricter cost or terms of debt. 

This research question combines three streams of literature: blockholders, 

boards of directors, and debt contracting. Relatively little prior research examines the 

effects of blockholders or directors on debt contracting independently (e.g., Anderson, 

Mansi, and Reeb, 2003, 2004), and none to my knowledge examines the intersection 

of blockholders and directors, where the tension between the two agency conflicts is 

especially strong. Studying this director group allows me to examine the influence of a 

powerful shareholder on debtholder relations. It informs our understanding of the 

negotiations between owners with divergent payoff streams and the risk assessment of 
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debtholders. Little prior research examines blockholders who sit on the board, despite 

their presence in a large fraction of public companies. My study fills this void by 

investigating the role these directors play in the debt contracting process, and suggests 

that the blockholder’s ability to reduce owner-manager conflicts has a greater impact 

on debt contracting than does the blockholder’s ability to shift risk. 
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CHAPTER IV 

CONCLUSION TO DISSERTATION 

This dissertation studies a key control mechanism employed by large 

shareholders, a board seat. While theory has long suggested that blockholders might 

attempt to join the board as part of their monitoring efforts, little empirical evidence of 

this phenomenon existed. I address this gap in the literature by answering the 

following research questions through a large, hand-collected sample. 

In Chapter II, I provide descriptive information on the frequency and 

composition of blockholder-directors. I find that blockholders serve on the board at 

economically significant rates. I also find that they represent diverse parties, including 

founding families, institutions, corporations, managers, etc. I then model the 

probability of a blockholder serving on the board as a function of four categories of 

determinants: firm performance, entrenched leadership, accounting quality, and the 

blockholder’s power. I find that outside blockholders (institutions, corporations, and 

unaffiliated individuals) nominate directors to the board for reasons consistent with 

theory. Notably, outside blockholder-directors are more likely to join the board when 

firms are undervalued or inefficiently managed, and are less likely to join the board 

when there are barriers to entry or alternate monitoring mechanisms. Inside 

blockholder-directors display less sensitivity to economic predictors. Instead, the 

board seat appears to serve as another means to consolidate power. Despite that, I do 

not find evidence that insiders use that power to hijack the monitoring process. Inside 

blockholder-directors receive lower pay and serve less frequently on the compensation 
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and nominating committees. Outside blockholder-directors, on the other hand, appear 

to serve active monitoring and advising functions on the board. They serve more 

frequently on the compensation, nominating, and executive committees. This 

demonstrates the engaged leadership role they take on the board. 

In Chapter III, I study the effect of blockholder-directors on debt contracting. I 

find that firms with blockholders on their board generally face a lower burden in 

borrowing. Specifically, the interest rate and number of covenants attached to the loan 

are lower for these firms. The rate is economically significant. This is consistent with 

debtholders viewing blockholder-directors as reducing the firm’s risk. I find limited 

evidence that these effects are driven by outside blockholders, particularly less 

diversified corporations and individuals. I also find performance-based covenants 

decline, while capital-based covenants do not. Finally, my conclusions appear to 

extend to the cost of public debt, but not the cost of debt reported in the financial 

statements. I find very little evidence that the blockholder affects collateral 

requirements. I employ multiple methods to address selection bias, and find results 

directionally consistent with my main results. 

This research is important because it opens the black box of blockholder 

monitoring by studying the circumstances surrounding one commonly cited 

mechanism, board representation. It gives rigorous theoretical attention to the causes 

of this decision, and begins to explore its consequences. Debt contracting is an 

interesting setting to study blockholder-directors because there is inherent tension in 

the agency conflict. While blockholders mitigate owner-manager agency conflicts, 
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they exacerbate shareholder-debtholder conflicts. This is especially true for a powerful 

blockholder who sits on the board. Few studies of debt contracting have such a setting, 

where it is possible to observe how debtholders weigh these conflicting forces. My 

results suggest that the owner-manager conflict dominates. 

This dissertation takes the first step in exploring the role of large shareholders 

on the board of directors. However, many opportunities for future research remain. As 

part of my research agenda in the coming years, I have identified the following 

opportunities. First, a future study may examine other firm-specific outcomes of a 

blockholder on the board, e.g., the effect on operational or stock performance, capital 

decisions, or board culture. Especially if a blockholder stands to derive benefits from 

the board seat at the expense of minority shareholders, it is also constructive to 

consider the effect of a blockholder-director on the cost of equity. Finally, NASDAQ 

recently expanded disclosure requirements of director relationships. Specifically, 

beginning in 2016, the stock exchange required companies to disclose any 

compensation that a director receives from a third party in connection to his or her 

board service (Securities and Exchange Commission 2016). Such third parties could 

include blockholders. This mandate highlights the growing interest in the parties 

directors represent. By extending my data another year, I could study the changes in 

directors’ roles on the board once their relationships with blockholders, including any 

compensation received, are made explicit. Thus, many avenues for research regarding 

blockholder-directors remain promising. 
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Table 1: Descriptive Statistics of Blockholdings 

Variable Mean 
Std. 
Dev. 

10th 
Pctl. 

25th 
Pctl. 

50th 
Pctl. 

75th 
Pctl. 

90th 
Pctl. 

Blockholdings 29.687 15.714 10.770 18.300 28.400 39.600 50.500 
Founding Family Blockholdings 3.171 8.412 0.000 0.000 0.000 0.000 11.930 
Management Blockholdings 2.960 7.617 0.000 0.000 0.000 0.000 10.500 
Institutional Blockholdings 24.475 14.715 6.154 13.500 23.080 33.700 43.850 
Individual Blockholdings 0.427 2.544 0.000 0.000 0.000 0.000 0.000 
Corporate Blockholdings 0.654 4.396 0.000 0.000 0.000 0.000 0.000 
Other Blockholdings 0.383 2.110 0.000 0.000 0.000 0.000 0.000 
Inside Blockholdings 3.748 8.865 0.000 0.000 0.000 0.000 14.400 
Outside Blockholdings 25.939 14.961 7.000 14.900 24.500 35.200 45.660 

This table presents descriptive statistics on blockholdings on my full sample of 10,255 firm-years. Data are presented for 
blockholders overall and for different categories of blockholders, and includes firm-years with no blockholders. Blockholdings 
variables measure the percent of shares outstanding out of 100 owned by all blockholders in that firm-year-category. Variables 
are defined in the Appendix. 
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Table 2: Frequency of Blockholder-Directors 

Variable Mean 
Std. 
Dev. 

10th 
Pctl. 

25th 
Pctl. 

50th 
Pctl. 

75th 
Pctl. 

90th 
Pctl. 

BD Dummy 0.287 0.452 0.000 0.000 0.000 1.000 1.000 
Founding Family BD Dummy 0.161 0.368 0.000 0.000 0.000 0.000 1.000 
Management BD Dummy 0.178 0.382 0.000 0.000 0.000 0.000 1.000 
Institutional BD Dummy 0.064 0.245 0.000 0.000 0.000 0.000 0.000 
Individual BD Dummy 0.023 0.149 0.000 0.000 0.000 0.000 0.000 
Corporate BD Dummy 0.021 0.144 0.000 0.000 0.000 0.000 0.000 
Other BD Dummy 0.000 0.020 0.000 0.000 0.000 0.000 0.000 
Inside BD Dummy 0.201 0.401 0.000 0.000 0.000 0.000 1.000 
Outside BD Dummy 0.106 0.308 0.000 0.000 0.000 0.000 1.000 

This table presents blockholder-director descriptive statistics on my full sample of 10,255 firm-years. Data are presented for 
blockholder-directors overall and for different categories of blockholder-directors and include firm-years with no blockholders 
or no blockholder-directors. Variables are defined in the Appendix. 
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Table 3: Distributions of Director Count and Ownership by Blockholder-Directors 

Panel A: Count of Directors Representing Blockholders 

 Count of Directors Representing the Blockholder 

Among firm-years with at least one: N Mean 
Std. 
Dev. 

25th 
Pctl. 

50th 
Pctl. 

75th 
Pctl. 

Blockholder-Director (BD) 2,943 1.537 0.827 1.000 1.000 2.000 
Founding Family BD 1,655 1.311 0.585 1.000 1.000 2.000 
Management BD 1,821 1.206 0.465 1.000 1.000 1.000 
Institutional BD 658 1.764 1.013 1.000 1.000 2.000 
Individual BD 232 1.086 0.311 1.000 1.000 1.000 
Corporate BD 216 1.810 1.059 1.000 2.000 2.000 
Other BD 4 1.250 0.500 1.000 1.000 1.500 
Inside BD 2,062 1.316 0.580 1.000 1.000 2.000 
Outside BD 1,090 1.660 0.977 1.000 1.000 2.000 
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(Table 3 continued.) 

Panel B: Ownership by Blockholder-Directors 

 Shares Outstanding Owned by the Blockholder-Director 

Among firm-years with at least one: N Mean 
Std. 
Dev. 

25th 
Pctl. 

50th 
Pctl. 

75th 
Pctl. 

Blockholder-Director (BD) 2,943 18.029 12.942 7.900 14.000 24.500 
Founding Family BD 1,655 17.084 11.733 7.760 13.200 23.300 
Management BD 1,821 15.074 10.758 7.000 10.780 20.240 
Institutional BD 658 17.516 13.096 8.016 13.800 21.150 
Individual BD 232 10.971 5.471 6.750 10.050 13.900 
Corporate BD 216 25.186 15.207 13.800 18.925 37.800 
Other BD 4 26.223 35.392 8.125 8.960 44.320 
Inside BD 2,062 16.218 11.511 7.200 11.900 22.500 
Outside BD 1,090 17.996 13.576 8.100 13.900 22.000 

This table presents blockholder-director descriptive statistics on a limited sample of 2,943 firm-years with at least one 
blockholder-director (out of a total 10,255 firm-years). Data are presented for blockholder-directors overall and for different 
categories of blockholder-directors. It does not include firm-years that have no blockholder-director. For each group, I tabulate 
the distribution of the count of directors in that category (Panel A) and the distribution of total shares they represent out of 100 
percent (Panel B). Variables are defined in the Appendix. 
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Table 4: Distribution of Blockholder-Directors by Year 

  All BD Inside BD Outside BD 

Year 
Total Yearly 
Observations 

Frequency 
Percent of 

Total Yearly 
Observations 

Frequency 
Percent of 

Total Yearly 
Observations 

Frequency 
Percent of 

Total Yearly 
Observations 

2005 898 309 34% 245 27% 97 11% 
2006 926 303 33% 230 25% 103 11% 
2007 940 296 31% 222 24% 105 11% 
2008 975 300 31% 221 23% 109 11% 
2009 983 294 30% 208 21% 107 11% 
2010 989 278 28% 192 19% 100 10% 
2011 973 266 27% 176 18% 101 10% 
2012 936 248 26% 166 18% 92 10% 
2013 911 234 26% 149 16% 95 10% 
2014 880 220 25% 134 15% 94 11% 
2015 844 195 23% 119 14% 87 10% 

Total 10,255 2,943   2,062   1,090   

This table presents the distribution of 2,943 firm-year observations of blockholder-directors by year. Each observation is a 
unique firm-year. Distributions are presented for all blockholder-directors, inside blockholder-directors, and outside 
blockholder-directors. 



Texas Tech University, Blair B. Marquardt, May 2018 

119 

Table 5: Distribution of Blockholder-Directors by Industry 

 All BD Inside BD Outside BD 
 Frequency Percent Frequency Percent Frequency Percent 

Mining 146 5% 82 4% 66 6% 
Construction 65 2% 59 3% 7 1% 
Manufacturing 1,296 44% 897 44% 465 42% 
Transportation 132 4% 90 4% 47 4% 
Wholesale Trade 128 5% 77 4% 65 6% 
Retail Trade 450 15% 311 15% 169 16% 
Services 726 25% 546 26% 271 25% 
Total 2,943 100% 2,062 100% 1,090 100% 

This table presents the distribution of 2,943 firm-year observations of blockholder-directors by industry. Industry 
classifications are based on SIC codes. Each observation is a unique firm-year. Distributions are presented for all blockholder-
directors, inside blockholder-directors, and outside blockholder-directors. 
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Table 6: Descriptive Statistics for Determinants Model 

Variable Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
BD Dummy 0.267 0.442 0.000 0.000 0.000 1.000 1.000 
Inside BD Dummy 0.185 0.388 0.000 0.000 0.000 0.000 1.000 
Outside BD Dummy 0.097 0.296 0.000 0.000 0.000 0.000 0.000 
Abnormal Return 0.079 0.400 -0.313 -0.147 0.027 0.224 0.484 
Sales Growth 0.096 0.192 -0.097 0.002 0.077 0.166 0.307 
MTB 3.222 3.691 1.101 1.606 2.418 3.739 5.819 
Investment Inefficiency 0.082 0.098 0.010 0.026 0.058 0.104 0.170 
CEO Excess Pay -132.052 3,636.510 -3,493.190 -2,053.640 -617.612 959.402 3,497.040 
CEO Tenure 7.275 7.284 1.000 2.000 5.000 10.000 17.000 
Percent Independent 0.746 0.146 0.556 0.667 0.778 0.875 0.900 
MWIC 0.037 0.190 0.000 0.000 0.000 0.000 0.000 
Restatement 0.075 0.264 0.000 0.000 0.000 0.000 0.000 
|Discretionary Accruals| 0.035 0.036 0.004 0.011 0.025 0.047 0.077 
Log Assets 7.606 1.501 5.777 6.507 7.480 8.576 9.655 
Firm Age 26.403 19.562 8.000 13.000 20.000 37.000 50.000 
Leverage 0.173 0.152 0.000 0.014 0.159 0.273 0.377 
Liquidity 11.350 7.589 4.415 6.210 9.159 14.035 21.030 
Classified Board 0.502 0.500 0.000 0.000 1.000 1.000 1.000 
Blockholdings 29.290 15.338 10.700 18.200 28.180 39.090 49.400 
Blockholder Concentration 0.391 0.242 0.179 0.232 0.335 0.501 1.000 

This table presents descriptive information about data used in a determinants model of the choice of a blockholder to serve on 
the board of directors. Data are presented at the firm-year level (n = 8,785). See Appendix for variable definitions.  
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Table 7: Correlation Table for Determinants Model 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) 

1) BD Dummy 1.0                                       

2) Inside BD Dummy 0.8 1.0                                     

3) Outside BD 
Dummy 

0.5 0.0 1.0                                   

4) Abnormal Return 0.0 0.0 0.0 1.0                                 

5) Sales Growth 0.0 0.0 0.0 0.0 1.0                               

6) MTB 0.0 0.0 0.0 0.1 0.1 1.0                             

7) Investment 
Inefficiency 

0.0 0.0 0.0 0.0 0.3 0.1 1.0                           

8) CEO Excess Pay -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 1.0                         

9) CEO Tenure 0.2 0.3 -0.1 0.0 0.0 0.0 0.0 0.0 1.0                       

10) Percent 
Independent 

-0.3 -0.2 -0.2 0.0 -0.1 0.0 0.0 0.1 -0.1 1.0                     

11) MWIC 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0                   

12) Restatement 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.3 1.0                 

13) |Discretionary 
Accruals| 

0.1 0.0 0.0 0.1 0.1 0.1 0.2 0.0 0.0 0.0 0.0 0.0 1.0               

14) Log Assets -0.2 -0.2 -0.1 0.0 0.0 0.0 0.0 0.1 -0.1 0.2 -0.1 0.0 -0.2 1.0             

15) Firm Age -0.1 -0.1 0.0 0.0 -0.1 0.0 -0.1 0.1 -0.1 0.2 0.0 0.0 -0.1 0.4 1.0           

16) Leverage -0.1 -0.1 0.1 0.0 0.0 0.1 0.1 0.0 -0.1 0.1 0.0 0.0 -0.1 0.3 0.1 1.0         

17) Liquidity -0.1 -0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 -0.2 0.1 1.0       

18) Classified Board 0.0 0.1 -0.1 0.0 0.0 0.0 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 -0.2 -0.1 0.0 0.0 1.0     

19) Blockholdings 0.4 0.3 0.3 -0.1 -0.1 0.0 0.0 0.0 0.1 -0.2 0.1 0.0 0.1 -0.4 -0.2 0.0 0.0 0.0 1.0   

20) Blockholder 
Concentration 

0.0 -0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 -0.1 0.0 0.3 0.1 0.0 0.0 -0.1 -0.5 1.0 

This table presents Pearson correlations of the variables of interest for models of the determinants of a blockholder-director. 
Data are at the firm-year level, and limited to observations without any missing values across all variables (n = 8,785). 
Correlations that are statistically significant at 5% or less are bold and Italicized. See Appendix for variable definitions. 
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Table 8: Determinants of a Blockholder-Director 
Panel A: Presence of a Blockholder-Director 

  (1) (2) (3) (4) (5) 

  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return 0.090 1.836 *                   0.241 3.381 *** 

Sales Growth 0.207 0.919                     0.380 1.325   

MTB -0.027 -1.835 *                   -0.023 -1.522   

Investment Inefficiency 0.218 0.607                     0.341 0.875   

CEO Excess Pay       0.000 -1.795 *             0.000 -0.809   

CEO Tenure       0.055 6.736 ***             0.056 6.170 *** 

Percent Independent       -5.243 -4.835 ***             -4.445 -4.385 *** 

MWIC             0.269 2.371 **       -0.036 -0.333   

Restatement             0.028 0.300         0.032 0.356   

|Discretionary Accruals|             3.666 3.339 ***       2.293 2.254 ** 

Log Assets                   -0.213 -3.282 *** -0.126 -1.811 * 

Firm Age                   -0.004 -0.933   0.000 0.044   

Leverage                   -0.950 -2.688 *** -0.843 -1.993 ** 

Liquidity                   -0.030 -3.268 *** -0.026 -2.786 *** 

Classified Board                   0.050 0.449   0.030 0.266   

Blockholdings                   0.084 14.235 *** 0.084 13.491 *** 

Blockholder Concentration                   2.921 8.611 *** 2.694 6.632 *** 

Constant -1.991 -3.155 *** 1.241 0.992   -2.357 -4.001 *** -3.655 -3.145 *** -1.915 -1.255   

Industry FE Y Y Y Y Y 

Year FE Y Y Y Y Y 

Cluster by Industry Y Y Y Y Y 

Cluster by Year Y Y Y Y Y 

Observations 8,654 8,654 8,654 8,654 8,654 

Pseudo R-squared 0.059 0.158 0.061 0.232 0.297 
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(Table 8 continued.) 

Panel B: Addition of a Blockholder-Director 

  (1) (2) (3) (4) (5) 

  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return -0.157 -0.587                     -0.001 -0.005   

Sales Growth -0.173 -0.323                     -0.154 -0.298   

MTB -0.086 -3.153 ***                   -0.062 -2.457 ** 

Investment Inefficiency 1.125 2.688 ***                   1.003 2.895 *** 

CEO Excess Pay       0.000 -0.852               0.000 -0.737   

CEO Tenure       0.041 5.126 ***             0.038 4.917 *** 

Percent Independent       -3.573 -6.094 ***             -3.378 -6.101 *** 

MWIC             0.035 0.120         -0.153 -0.474   

Restatement             0.278 1.128         0.288 1.076   

|Discretionary Accruals|             4.331 5.345 ***       3.380 4.552 *** 

Log Assets                   -0.146 -1.994 ** -0.078 -0.951   

Firm Age                   -0.003 -1.071   0.000 -0.065   

Leverage                   -0.531 -1.490   -0.702 -1.318   

Liquidity                   -0.008 -0.612   -0.007 -0.616   

Classified Board                   -0.209 -2.032 ** -0.193 -1.874 * 

Blockholdings                   0.079 8.543 *** 0.078 8.496 *** 

Blockholder Concentration                   1.934 4.336 *** 1.867 4.164 *** 

Constant -15.699 -12.157 *** -14.975 -10.235 *** -15.750 -11.641 *** -17.880 -11.445 *** -16.366 -11.008 *** 

Industry FE Y Y Y Y Y 

Year FE Y Y Y Y Y 

Industry Cluster Y Y Y Y Y 

Year Cluster Y Y Y Y Y 

Observations 6,331 6,331 6,331 6,331 6,331 

Pseudo R-squared 0.180 0.208 0.176 0.277 0.309 

This table presents the results of logistic regressions of the determinants of a blockholder on the board. Data are at the firm-year level. The dependent variable is a dummy equal to 1 if the 
firm-year has at least one blockholder on the board and 0 otherwise. Panel A presents results across a full panel, capturing the determinants of the presence of a blockholder-director. Panel B 
limits the sample to firm-years where there was not a blockholder-director in the prior year, thus capturing the determinants of the addition of a blockholder-director. In each model, results 
are presented for four categories of variables - firm performance, entrenched leadership, accounting quality, and blockholder power - and all variables combined. All models include industry 
and year fixed effects and standard errors clustered by industry and by year. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See 
Appendix for variable definitions.
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Table 9: Determinants of an Inside Blockholder-Director 
Panel A: Presence of an Inside Blockholder-Director 

  (1) (2) (3) (4) (5) 

  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return 0.010 0.140                     0.102 1.557   

Sales Growth 0.544 2.153 **                   0.721 2.245 ** 

MTB -0.008 -0.445                     0.008 0.396   

Investment Inefficiency -0.540 -1.152                     -0.156 -0.298   

CEO Excess Pay       0.000 -1.707 *             0.000 -0.791   

CEO Tenure       0.086 9.982 ***             0.086 9.068 *** 

Percent Independent       -4.147 -4.352 ***             -3.116 -3.641 *** 

MWIC             0.354 2.132 **       0.137 0.983   

Restatement             -0.074 -1.502         -0.062 -0.843   

|Discretionary Accruals|             2.726 2.063 **       1.467 1.031   

Log Assets                   -0.186 -2.156 ** -0.102 -1.206   

Firm Age                   -0.008 -1.267   -0.004 -0.702   

Leverage                   -2.067 -3.431 *** -1.999 -2.754 *** 

Liquidity                   -0.047 -4.432 *** -0.043 -5.131 *** 

Classified Board                   0.431 2.725 *** 0.460 2.844 *** 

Blockholdings                   0.056 9.517 *** 0.056 9.213 *** 

Blockholder Concentration                   1.675 4.302 *** 1.373 3.195 ** 

Constant -1.508 -2.291 ** 0.471 0.375   -1.779 -3.060 *** -1.604 -1.376   -1.325 -0.806   

Industry FE Y Y Y Y Y 

Year FE Y Y Y Y Y 

Cluster by Industry Y Y Y Y Y 

Cluster by Year Y Y Y Y Y 

Observations 8,586 8,586 8,586 8,586 8,586 

Pseudo R-squared 0.077 0.190 0.078 0.210 0.291 
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(Table 9 continued.) 

Panel B: Addition of an Inside Blockholder-Director 

  (1) (2) (3) (4) (5) 

  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return -0.351 -1.892 *                   -0.244 -1.145   

Sales Growth 0.681 1.819 *                   0.939 2.254 ** 

MTB -0.063 -2.392 **                   -0.018 -0.630   

Investment Inefficiency -0.159 -0.252                     -0.446 -0.531   

CEO Excess Pay       0.000 0.267               0.000 0.484   

CEO Tenure       0.069 5.197 ***             0.070 4.959 *** 

Percent Independent       -3.459 -11.880 ***             -2.218 -4.152 *** 

MWIC             0.130 0.399         -0.135 -0.435   

Restatement             0.276 0.821         0.334 0.884   

|Discretionary Accruals|             0.926 0.470         -0.815 -0.392   

Log Assets                   -0.282 0.000   -0.249 0.000   

Firm Age                   -0.015 -2.395 ** -0.013 -1.623   

Leverage                   -0.749 -1.185   -0.839 -1.120   

Liquidity                   -0.033 -3.244 *** -0.035 -6.451 *** 

Classified Board                   0.116 0.401   0.209 0.732   

Blockholdings                   0.052 6.299 *** 0.050 5.834 *** 

Blockholder Concentration                   0.725 1.549   0.728 1.371   

Constant -14.207 -11.191 *** -13.545 -10.202 *** -17.398 -6.749 *** -14.581 -13.681 *** -12.483 -12.247 *** 

Industry FE Y Y Y Y Y 

Year FE Y Y Y Y Y 

Industry Cluster Y Y Y Y Y 

Year Cluster Y Y Y Y Y 

Observations 6,917 6,917 6,917 6,917 6,917 

Pseudo R-squared 0.312 0.354 0.308 0.386 0.420 

This table presents the results of logistic regressions of the determinants of an inside blockholder on the board. Data are at the firm-year level. The dependent variable is a dummy equal to 1 if 
the firm-year has at least one inside blockholder on the board, where an insider is a member of management or the founding family, and 0 otherwise. Panel A presents results across a full 
panel, capturing the determinants of the presence of an inside blockholder-director. Panel B limits the sample to firm-years where there was not an inside blockholder-director in the prior 
year, thus capturing the determinants of the addition of an inside blockholder-director. In each model, results are presented for four categories of variables - firm performance, entrenched 
leadership, accounting quality, and blockholder power - and all variables combined. All models include industry and year fixed effects and standard errors clustered by industry and by year. 
Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 10: Determinants of an Outside Blockholder-Director 
Panel A: Presence of an Outside Blockholder-Director 

  (1) (2) (3) (4) (5) 

  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return 0.138 1.632                     0.142 7.610 *** 

Sales Growth -0.338 -1.190                     -0.039 -0.132   

MTB -0.033 -1.483                     -0.035 -1.868 * 

Investment Inefficiency 1.297 3.533 ***                   0.784 1.554   

CEO Excess Pay       0.000 0.045               0.000 0.326   

CEO Tenure       -0.043 -3.226 ***             -0.042 -3.170 *** 

Percent Independent       -4.316 -5.091 ***             -3.436 -4.038 *** 

MWIC             -0.093 -0.420         -0.378 -1.613   

Restatement             0.178 1.748 *       0.145 1.927 * 

|Discretionary Accruals|             3.952 3.432 ***       2.380 2.726 *** 

Log Assets                   -0.187 -3.568 *** -0.147 -2.699 *** 

Firm Age                   0.001 0.178   0.003 0.559   

Leverage                   1.538 2.791 *** 1.423 2.534 ** 

Liquidity                   0.001 0.072   0.002 0.174   

Classified Board                   -0.539 -2.197 ** -0.521 -2.109 ** 

Blockholdings                   0.061 9.676 *** 0.058 8.778 *** 

Blockholder Concentration                   1.881 4.112 *** 1.600 3.104 *** 

Constant -3.463 -3.496 *** 0.400 0.314   -3.788 -4.090 *** -4.875 -3.944 *** -1.939 -1.360   

Industry FE Y Y Y Y Y 

Year FE Y Y Y Y Y 

Cluster by Industry Y Y Y Y Y 

Cluster by Year Y Y Y Y Y 

Observations 8,380 8,380 8,380 8,380 8,380 

Pseudo R-squared 0.046 0.097 0.046 0.162 0.200 
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(Table 10 continued.) 
Panel B: Addition of an Outside Blockholder-Director 

  (1) (2) (3) (4) (5) 
  Firm Performance Entrenched Leadership Accounting Quality Blockholder Power All 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Abnormal Return -0.052 -0.177                     -0.042 -0.191   
Sales Growth -1.062 -1.416                     -0.788 -1.010   
MTB -0.104 -2.571 **                   -0.081 -2.176 ** 
Investment Inefficiency 1.974 3.547 ***                   1.533 2.574 ** 
CEO Excess Pay       0.000 -0.240               0.000 -0.654   
CEO Tenure       -0.002 -0.147               -0.006 -0.382   
Percent Independent       -2.271 -3.043 ***             -2.012 -3.161 *** 
MWIC             -0.462 -1.115         -0.603 -1.684 * 
Restatement             0.123 0.407         0.059 0.199   
|Discretionary Accruals|             5.701 7.324 ***       4.914 3.490 *** 
Log Assets                   0.007 0.068   0.064 0.619   
Firm Age                   0.004 0.610   0.005 0.709   
Leverage                   1.006 1.419   0.682 0.796   
Liquidity                   0.009 0.654   0.010 0.815   
Classified Board                   -0.359 -2.749 *** -0.363 -2.450 ** 
Blockholdings                   0.056 8.406 *** 0.054 7.894 *** 
Blockholder Concentration                   0.410 0.494   0.315 0.391   
Constant -28.423 -23.040 *** -26.919 -19.533 *** -31.040 -22.616 *** -32.213 -20.134 *** -31.213 -19.362 *** 
Industry FE Y Y Y Y Y 
Year FE Y Y Y Y Y 
Industry Cluster Y Y Y Y Y 
Year Cluster Y Y Y Y Y 
Observations 7,515 7,515 7,515 7,515 7,515 
Pseudo R-squared 0.061 0.055 0.052 0.122 0.144 

This table presents the results of logistic regressions of the determinants of an outside blockholder on the board. Data are at the firm-year level. The dependent variable is a dummy equal to 1 
if the firm-year has at least one outside blockholder on the board, where an outside is anyone other than a member of management or the founding family (primarily composed of institutions, 
corporations, or unaffiliated individuals), and 0 otherwise. Panel A presents results across a full panel, capturing the determinants of the presence of an outside blockholder-director. Panel B 
limits the sample to firm-years where there was not an outside blockholder-director in the prior year, thus capturing the determinants of the addition of an outside blockholder-director. In each 
model, results are presented for four categories of variables - firm performance, entrenched leadership, accounting quality, and blockholder-firm power - and all variables combined. All 
models include industry and year fixed effects and standard errors clustered by industry and by year. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, 
respectively. See Appendix for variable definitions. 
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Table 11: Descriptive Statistics for Committee Membership and Compensation 

Panel A: Overall 

Variable N Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
BD Dummy 136,085 0.027 0.161 0.000 0.000 0.000 0.000 0.000 
Inside BD Dummy 136,085 0.017 0.128 0.000 0.000 0.000 0.000 0.000 
Outside BD Dummy 136,085 0.010 0.100 0.000 0.000 0.000 0.000 0.000 
Compensation Committee Dummy 136,085 0.110 0.313 0.000 0.000 0.000 0.000 1.000 
Nominating Committee Dummy 136,085 0.146 0.353 0.000 0.000 0.000 0.000 1.000 
Executive Committee Dummy 136,085 0.047 0.211 0.000 0.000 0.000 0.000 0.000 
Audit Committee Dummy 136,085 0.187 0.390 0.000 0.000 0.000 0.000 1.000 
Financial Expert Dummy 136,085 0.043 0.203 0.000 0.000 0.000 0.000 0.000 
Chairman 136,085 0.055 0.228 0.000 0.000 0.000 0.000 0.000 
Independent 136,085 0.668 0.471 0.000 0.000 1.000 1.000 1.000 
Female 136,085 0.115 0.319 0.000 0.000 0.000 0.000 1.000 
Age 136,085 62.489 9.522 50.000 56.000 63.000 69.000 75.000 
Board Seats 136,085 1.277 1.190 0.000 0.000 1.000 2.000 3.000 
Tenure 136,085 10.825 8.479 2.000 5.000 9.000 15.000 22.000 
Stock Awards 63,671 81.957 72.015 0.000 22.000 75.000 120.000 173.320 
Option Awards 63,671 27.957 60.258 0.000 0.000 0.000 33.260 93.700 
Cash Fees 63,671 72.221 41.259 21.759 47.000 70.000 94.000 120.000 
Total Compensation 63,671 192.259 112.219 68.180 122.780 181.570 241.190 310.100 

This table presents descriptive information about data used to assess board participation and compensation of blockholder-
directors relative to other directors. Data are presented at the firm-year-director level. Panel A presents summary descriptive 
statistics for all variables. Panels B and C provide descriptive statistics of committee variables and compensation variables, 
respectively, within cross-sections of blockholder-directors. See Appendix for variable definitions. 
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(Table 11 continued.) 

Panel B: Committee Membership 

       Blockholder-
Directors 

Inside 
Blockholder-

Directors 

Outside 
Blockholder-

Directors   All Directors 

Variable N Mean N Mean N Mean N Mean 

Compensation Committee Dummy 136,085 0.110 3,642 0.075 2,277 0.028 1,365 0.152 

Nominating Committee Dummy 136,085 0.146 3,642 0.095 2,277 0.039 1,365 0.190 

Executive Committee Dummy 136,085 0.047 3,642 0.116 2,277 0.137 1,365 0.079 

Audit Committee Dummy 136,085 0.187 3,642 0.061 2,277 0.015 1,365 0.137 

Financial Expert Dummy 136,085 0.043 3,642 0.011 2,277 0.001 1,365 0.026 

Panel C: Compensation 

       Blockholder-
Directors 

Inside 
Blockholder-

Directors 

Outside 
Blockholder-

Directors   All Directors 

Variable N Mean N Mean N Mean N Mean 

Stock Awards 63,671 81.957 1,776 61.573 696 52.273 1,080 67.566 

Option Awards 63,671 27.957 1,776 26.298 696 19.924 1,080 30.405 

Cash Fees 63,671 72.221 1,776 61.620 696 68.188 1,080 57.388 

Total Compensation 63,671 192.259 1,776 175.699 696 187.113 1,080 168.343 

This table presents descriptive information about data used to assess board participation and compensation of blockholder-
directors relative to other directors. Data are presented at the firm-year-director level. Panel A presents summary descriptive 
statistics for all variables. Panels B and C provide descriptive statistics of committee variables and compensation variables, 
respectively, within cross-sections of blockholder-directors. See Appendix for variable definitions. 
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Table 12: Committee Membership of Blockholder-Directors 

Panel A: Compensation and Nominating Committees 

  (1) (2) (3) (4) 
  Compensation Compensation Nominating Nominating 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.022 -4.030 ***       -0.002 -0.351         
Inside BD Dummy       -0.064 -9.805 ***       -0.045 -6.434 *** 
Outside BD Dummy       0.041 4.333 ***       0.064 6.145 *** 
Chairman -0.050 -18.627 *** -0.044 -16.347 *** -0.069 -22.675 *** -0.064 -20.477 *** 
Independent 0.114 53.959 *** 0.113 53.811 *** 0.131 56.114 *** 0.131 56.005 *** 
Female -0.011 -4.418 *** -0.010 -4.075 *** 0.014 4.512 *** 0.015 4.801 *** 
Age 0.000 -3.525 *** 0.000 -3.462 *** 0.000 3.275 *** 0.000 3.339 *** 
Board Seats 0.036 41.384 *** 0.036 41.345 *** 0.052 53.083 *** 0.052 53.019 *** 
Tenure -0.001 -6.561 *** -0.001 -5.633 *** -0.001 -9.515 *** -0.001 -8.666 *** 
Firm-year FE Y Y Y Y 
Firm-year Cluster Y Y Y Y 
Observations 136,085 136,085 136,085 136,085 
R-squared 0.270 0.271 0.242 0.243 
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(Table 12 continued.) 

Panel B: Executive Committee, Audit Committee, and Financial Expert 

  (1) (2) (3) (4) 
  Executive Executive Audit Financial Expert 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy 0.049 9.247 ***                   
Inside BD Dummy       0.066 8.955 ***             
Outside BD Dummy       0.022 3.311 *** -0.114 -5.434 *** -0.043 -3.716 *** 
Chairman 0.031 11.532 *** 0.028 10.229 *** -0.065 -6.300 *** -0.020 -2.664 *** 
Independent -0.014 -11.164 *** -0.014 -11.061 ***             
Female -0.018 -11.008 *** -0.018 -11.219 *** -0.028 -6.875 *** -0.020 -8.891 *** 
Age -0.001 -11.726 *** -0.001 -11.772 *** -0.003 -14.881 *** -0.001 -6.939 *** 
Board Seats 0.024 33.724 *** 0.024 33.763 *** 0.058 44.076 *** 0.018 21.596 *** 
Tenure 0.002 17.437 *** 0.002 16.985 *** -0.007 -31.782 *** -0.002 -13.097 *** 
Firm-year FE Y Y Y Y 
Firm-year Cluster Y Y Y Y 
Observations 136,085 136,085 90,846 90,846 
R-squared 0.240 0.240 0.239 0.207 

This table presents the results of least squares regressions of membership of various committees on the presence of a 
blockholder-director. Data are at the firm-year-director level. The dependent variable is a dummy equal to 1 if the director is a 
member of the given committee. Panel A presents results for the compensation and nominating committees, and is run over the 
full panel of firm-year-directors. Panel B presents the results for the executive committee, audit committee, and the designation 
of financial expert on the audit committee. Columns 3 and 4 of Panel B are limited to independent directors. All models 
include firm-year fixed effects and standard errors clustered by firm-year. Two-tailed statistical significance at 1%, 5%, and 
10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 13: Compensation of Blockholder-Directors 

Panel A: Stock Awards and Option Awards 

  (1) (2) (3) (4) 
  Stock Awards Stock Awards Option Awards Option Awards 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -3.863 -2.322 **       1.589 1.377         
Inside BD Dummy       -12.661 -5.232 ***       -2.335 -1.284   
Outside BD Dummy       1.874 0.863         4.147 2.916 *** 
Chairman 8.826 5.157 *** 9.509 5.604 *** 4.193 3.717 *** 4.498 3.947 *** 
Independent 6.669 9.116 *** 6.568 8.977 *** 1.893 3.484 *** 1.847 3.411 *** 
Female -1.079 -2.452 ** -0.967 -2.197 ** -0.846 -2.702 *** -0.796 -2.546 ** 
Age 0.039 1.548   0.044 1.730 * 0.023 1.191   0.025 1.300   
Board Seats 3.371 18.508 *** 3.356 18.431 *** 0.890 7.185 *** 0.883 7.148 *** 
Tenure 0.114 3.618 *** 0.132 4.207 *** 0.052 2.182 ** 0.060 2.515 ** 
Firm-year FE Y Y Y Y 
Firm-year Cluster Y Y Y Y 
Observations 63,661 63,661 63,661 63,661 
R-squared 0.773 0.773 0.822 0.822 
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(Table 13 continued.) 

Panel B: Cash Fees and Total Compensation 

  (1) (2) (3) (4) 
  Cash Fees Cash Fees Total Compensation Total Compensation 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -5.353 -4.141 ***       -5.194 -1.404         
Inside BD Dummy       -8.906 -4.187 ***       -12.169 -1.762 * 
Outside BD Dummy       -3.036 -1.939 *       -0.647 -0.166   
Chairman 32.708 22.078 *** 32.984 22.215 *** 80.434 20.041 *** 80.976 20.212 *** 
Independent 8.459 14.440 *** 8.418 14.363 *** -2.089 -1.232   -2.169 -1.281   
Female -1.584 -4.933 *** -1.539 -4.791 *** -3.408 -4.429 *** -3.319 -4.303 *** 
Age 0.245 12.861 *** 0.247 12.971 *** 0.444 9.019 *** 0.448 9.050 *** 
Board Seats 4.345 32.185 *** 4.339 32.096 *** 7.996 23.449 *** 7.984 23.437 *** 
Tenure 0.562 22.673 *** 0.570 23.082 *** 1.239 17.692 *** 1.253 17.934 *** 
Firm-year FE Y Y Y Y 
Firm-year Cluster Y Y Y Y 
Observations 63,661 63,661 63,661 63,661 
R-squared 0.587 0.587 0.632 0.632 

This table presents the results of least squares regressions of director compensation on the presence of a blockholder-director. 
Data are at the firm-year-director level. The dependent variable is a component of director compensation, measured in 
thousands of dollars. Panel A presents results for stock awards and option awards. Panel B presents the results for cash fees 
and total compensation. For each compensation component, results are presented for all blockholder-directors combined and 
for blockholder-directors split into insiders and outsiders. All models include firm-year fixed effects and standard errors 
clustered by firm-year. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. 
See Appendix for variable definitions. 
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Table 14: Descriptive Statistics of Hand-collected Blockholder Data 

Panel A: Blockholdings 

Variable Mean 
Std. 
Dev. 

10th 
Pctl. 

25th 
Pctl. 

50th 
Pctl. 

75th 
Pctl. 

90th 
Pctl. 

Blockholdings 27.040 14.773 8.680 16.300 25.700 36.160 47.010 

Founding Family Blockholdings 2.215 7.082 0.000 0.000 0.000 0.000 7.500 

Management Blockholdings 1.804 5.824 0.000 0.000 0.000 0.000 6.600 

Institutional Blockholdings 22.925 13.948 5.900 12.400 21.700 31.900 41.210 

Individual Blockholdings 0.412 2.657 0.000 0.000 0.000 0.000 0.000 

Corporate Blockholdings 0.590 4.311 0.000 0.000 0.000 0.000 0.000 

Inside Blockholdings 2.592 7.407 0.000 0.000 0.000 0.000 9.200 

Outside Blockholdings 24.448 14.205 6.700 13.900 23.060 33.390 43.125 

Panel B: Blockholder-Director Dummy 

Variable Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 

BD Dummy 0.219 0.414 0.000 0.000 0.000 0.000 1.000 

Founding Family BD Dummy 0.112 0.315 0.000 0.000 0.000 0.000 1.000 

Management BD Dummy 0.114 0.318 0.000 0.000 0.000 0.000 1.000 

Institutional BD Dummy 0.052 0.222 0.000 0.000 0.000 0.000 0.000 

Individual BD Dummy 0.021 0.145 0.000 0.000 0.000 0.000 0.000 

Corporate BD Dummy 0.018 0.134 0.000 0.000 0.000 0.000 0.000 

Inside BD Dummy 0.140 0.347 0.000 0.000 0.000 0.000 1.000 

Outside BD Dummy 0.091 0.287 0.000 0.000 0.000 0.000 0.000 
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(Table 14 continued.) 

Panel C: Count of Blockholder-Directors 

Variable Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 

BD Count 0.352 0.779 0.000 0.000 0.000 0.000 1.000 

Founding Family BD Count 0.159 0.504 0.000 0.000 0.000 0.000 1.000 

Management BD Count 0.139 0.424 0.000 0.000 0.000 0.000 1.000 

Institutional BD Count 0.093 0.451 0.000 0.000 0.000 0.000 0.000 

Individual BD Count 0.024 0.176 0.000 0.000 0.000 0.000 0.000 

Corporate BD Count 0.039 0.333 0.000 0.000 0.000 0.000 0.000 

Inside BD Count 0.195 0.543 0.000 0.000 0.000 0.000 1.000 

Outside BD Count 0.157 0.582 0.000 0.000 0.000 0.000 0.000 

Panel D: Percent of Board Comprised of Blockholder-Directors 

Variable Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 

BD Percent 0.039 0.087 0.000 0.000 0.000 0.000 0.143 

Founding Family BD Percent 0.018 0.058 0.000 0.000 0.000 0.000 0.091 

Management BD Percent 0.017 0.053 0.000 0.000 0.000 0.000 0.091 

Institutional BD Percent 0.010 0.048 0.000 0.000 0.000 0.000 0.000 

Individual BD Percent 0.003 0.019 0.000 0.000 0.000 0.000 0.000 

Corporate BD Percent 0.004 0.033 0.000 0.000 0.000 0.000 0.000 

Inside BD Percent 0.023 0.064 0.000 0.000 0.000 0.000 0.111 

Outside BD Percent 0.017 0.061 0.000 0.000 0.000 0.000 0.000 
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(Table 14 continued.) 

Panel E: Percent of Shares Outstanding Held by Blockholder-Directors 

Variable Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 

BD Shares 3.872 9.379 0.000 0.000 0.000 0.000 15.015 

Founding Family BD Shares 1.901 6.569 0.000 0.000 0.000 0.000 6.305 

Management BD Shares 1.584 5.478 0.000 0.000 0.000 0.000 5.915 

Institutional BD Shares 0.915 4.896 0.000 0.000 0.000 0.000 0.000 

Individual BD Shares 0.248 1.962 0.000 0.000 0.000 0.000 0.000 

Corporate BD Shares 0.499 4.208 0.000 0.000 0.000 0.000 0.000 

Inside BD Shares 2.205 6.855 0.000 0.000 0.000 0.000 7.880 

Outside BD Shares 1.667 6.726 0.000 0.000 0.000 0.000 0.000 

This table presents descriptive information about blockholder data hand-collected from the proxy statement. Data are at the 
firm-year level, and include firm-years with no blockholder-director (n = 3,070). Panel A presents the percent of shares 
outstanding held by blockholders. Panel B presents the frequency of firm-years with at least one blockholder-director. Panel C 
presents the count of firm-year-directors representing blockholders. Panel D presents the percent of the board comprised of 
blockholder-directors. Panel E presents the percent of shares outstanding held by blockholder-directors. See Appendix for 
variable definitions. 
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Table 15: Descriptive Statistics of Debt Contracting 

Variable N Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
BD Dummy 4,725 0.210 0.408 0.000 0.000 0.000 0.000 1.000 
Inside BD Dummy 4,725 0.128 0.334 0.000 0.000 0.000 0.000 1.000 
Outside BD Dummy 4,725 0.092 0.290 0.000 0.000 0.000 0.000 0.000 
BD Count 4,725 0.346 0.782 0.000 0.000 0.000 0.000 1.000 
Inside BD Count 4,725 0.185 0.544 0.000 0.000 0.000 0.000 1.000 
Outside BD Count 4,725 0.161 0.587 0.000 0.000 0.000 0.000 0.000 
BD Percent 4,725 0.038 0.086 0.000 0.000 0.000 0.000 0.143 
Inside BD Percent 4,725 0.021 0.063 0.000 0.000 0.000 0.000 0.111 
Outside BD Percent 4,725 0.017 0.061 0.000 0.000 0.000 0.000 0.000 
BD Shares 4,725 3.786 9.425 0.000 0.000 0.000 0.000 14.400 
Inside BD Shares 4,725 2.116 6.917 0.000 0.000 0.000 0.000 7.060 
Outside BD Shares 4,725 1.670 6.720 0.000 0.000 0.000 0.000 0.000 
All-in-Drawn Spread 4,267 167.393 115.251 45.000 100.000 150.000 207.500 300.000 
Log All-in-Drawn Spread 4,267 4.894 0.744 3.829 4.615 5.017 5.340 5.707 
Collateral Dummy 4,725 0.364 0.481 0.000 0.000 0.000 1.000 1.000 
Covenant Count 4,725 1.268 1.124 0.000 0.000 1.000 2.000 3.000 
Blockholdings 4,725 27.039 14.557 9.600 16.600 25.400 35.800 46.900 
Inside Blockholdings 4,725 2.449 7.359 0.000 0.000 0.000 0.000 8.030 
Outside Blockholdings 4,725 24.590 14.033 6.900 14.320 23.200 33.300 43.100 
BD Firm 4,725 0.394 0.489 0.000 0.000 0.000 1.000 1.000 
Inside BD Firm 4,725 0.202 0.402 0.000 0.000 0.000 0.000 1.000 
Outside BD Firm 4,725 0.260 0.439 0.000 0.000 0.000 1.000 1.000 
Loan Amount 4,725 800.079 1326.600 75.000 150.000 375.000 965.000 2000.000 
Log Loan Amount 4,725 5.884 1.360 4.331 5.017 5.930 6.873 7.601 
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(Table 15 continued.) 

Variable N Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
Loan Maturity 4,725 51.840 19.460 12.000 47.000 60.000 60.000 60.000 
Log Loan Maturity 4,725 3.853 0.568 2.565 3.871 4.111 4.111 4.111 
Number of Lenders 4,725 10.055 7.430 2.000 5.000 8.000 13.000 20.000 
Log Number of Lenders 4,725 2.181 0.693 1.099 1.792 2.197 2.639 3.045 
Performance Pricing Dummy 4,725 0.483 0.500 0.000 0.000 0.000 1.000 1.000 
Log Assets 4,725 8.196 1.473 6.387 7.119 8.055 9.128 10.315 
MTB 4,725 3.195 6.093 1.116 1.649 2.564 3.839 5.675 
Leverage 4,725 0.236 0.161 0.017 0.124 0.223 0.326 0.440 
PP&E 4,725 0.263 0.223 0.053 0.099 0.179 0.363 0.625 
ROA 4,725 0.015 0.026 0.000 0.009 0.016 0.024 0.035 
Z-Score 4,725 1.004 1.002 0.345 0.661 1.017 1.383 1.757 
Firm Age 4,725 32.484 17.959 11.000 17.000 27.000 49.000 59.000 
|Discretionary Accruals| 4,725 0.024 0.027 0.003 0.007 0.016 0.030 0.051 
Operating Cash Flows 4,725 0.027 0.033 -0.007 0.012 0.026 0.042 0.059 
CEO Turnover 4,725 0.110 0.312 0.000 0.000 0.000 0.000 1.000 
CEO SBC Mix 4,725 0.531 0.240 0.174 0.398 0.570 0.694 0.804 
Percent Independent 4,725 0.756 0.144 0.571 0.667 0.778 0.875 0.900 
Log Audit Fees 4,725 1.486 0.733 0.664 0.928 1.361 1.891 2.554 
Restatement Dummy 4,725 0.080 0.271 0.000 0.000 0.000 0.000 0.000 
Shareholder Payout 4,725 0.607 1.107 0.000 0.026 0.446 0.964 1.544 
Term Spread 4,725 1.497 0.889 -0.010 0.980 1.670 2.200 2.590 
Credit Spread 4,725 1.077 0.411 0.760 0.870 0.950 1.240 1.400 

This table presents descriptive information about variables used in bank loan regressions. Data are presented at the bank loan 
facility level. See Appendix for variable definitions. 
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Table 16: Cross-Sections of Descriptive Statistics of Debt Contracting 

Panel A: Blockholder-Directors vs. No Blockholder-Directors 

  (1) Facilities with BD (2) Facilities without BD (1-2) 
Variable N Mean N Mean Mean Diff. t-stat.   

Log All-in-Drawn Spread 919 5.022 3,348 4.859 0.164 5.92 *** 
Collateral Dummy 994 0.461 3,731 0.338 0.123 7.20 *** 
Covenant Count 994 1.405 3,731 1.231 0.175 4.36 *** 
Log Loan Amount 994 5.524 3,731 5.980 -0.457 -9.49 *** 
Log Loan Maturity 994 3.870 3,731 3.848 0.022 1.07   
Log Number of Lenders 994 2.016 3,731 2.225 -0.209 -8.50 *** 
Performance Pricing Dummy 994 0.481 3,731 0.484 -0.003 -0.15   
Log Assets 994 7.635 3,731 8.345 -0.710 -13.77 *** 
MTB 994 2.874 3,731 3.281 -0.406 -1.87 * 
Leverage 994 0.236 3,731 0.236 0.000 -0.04   
PP&E 994 0.300 3,731 0.253 0.047 5.89 *** 
ROA 994 0.014 3,731 0.016 -0.002 -2.02 ** 
Z-Score 994 1.004 3,731 1.005 -0.001 -0.02   
Firm Age 994 27.105 3,731 33.917 -6.813 -10.76 *** 
|Discretionary Accruals| 994 0.026 3,731 0.023 0.002 2.43 ** 
Operating Cash Flows 994 0.025 3,731 0.027 -0.003 -2.20 ** 
CEO Turnover 994 0.118 3,731 0.108 0.010 0.92   
CEO SBC Mix 994 0.458 3,731 0.551 -0.093 -11.03 *** 
Percent Independent 994 0.679 3,731 0.777 -0.097 -19.70 *** 
Log Audit Fees 994 1.197 3,731 1.563 -0.366 -14.27 *** 
Restatement Dummy 994 0.094 3,731 0.076 0.018 1.83 * 
Shareholder Payout 994 0.462 3,731 0.646 -0.184 -4.67 *** 
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(Table 16 continued.) 

Panel B: Inside vs. Outside Blockholder-Directors 

  (1) Facilities with Inside BD (2) Facilities with Outside BD (1-2) 
Variable N Mean N Mean Mean Diff. t-stat.   

Log All-in-Drawn Spread 510 4.913 363 5.189 -0.275 -6.05 *** 
Collateral Dummy 557 0.424 390 0.513 -0.089 -2.72 *** 
Covenant Count 557 1.395 390 1.377 0.018 0.23   
Log Loan Amount 557 5.572 390 5.487 0.085 0.98   
Log Loan Maturity 557 3.879 390 3.857 0.022 0.60   
Log Number of Lenders 557 2.030 390 2.021 0.009 0.19   
Performance Pricing Dummy 557 0.496 390 0.431 0.065 1.97 ** 
Log Assets 557 7.550 390 7.817 -0.266 -2.87 *** 
MTB 557 2.971 390 2.660 0.311 1.20   
Leverage 557 0.220 390 0.261 -0.041 -3.61 *** 
PP&E 557 0.334 390 0.260 0.075 4.80 *** 
ROA 557 0.017 390 0.010 0.007 3.68 *** 
Z-Score 557 1.151 390 0.789 0.363 9.07 *** 
Firm Age 557 24.878 390 30.387 -5.509 -5.23 *** 
|Discretionary Accruals| 557 0.027 390 0.025 0.003 1.26   
Operating Cash Flows 557 0.028 390 0.019 0.009 3.60 *** 
CEO Turnover 557 0.074 390 0.180 -0.106 -5.05 *** 
CEO SBC Mix 557 0.429 390 0.503 -0.073 -4.03 *** 
Percent Independent 557 0.681 390 0.678 0.002 0.24   
Log Audit Fees 557 1.154 390 1.274 -0.120 -3.04 *** 
Restatement Dummy 557 0.099 390 0.097 0.001 0.07   
Shareholder Payout 557 0.502 390 0.394 0.108 1.40   

This table presents descriptive statistics for various cross-sections of the sample. Data are at the bank loan facility level. Panel A presents statistics 
separately for firms 1) without any blockholder-director and 2) with at least one blockholder-director. Panel B presents statistics separately for 1) with 
inside blockholder-directors only, and 2) with outside blockholder-directors only. In Panel B, I exclude observations with both an insider and outsider to 
allow for two non-overlapping groups for t-tests. T-tests comparing means across groups are performed using the pooled method. Two-tailed statistical 
significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 17: Correlation Table of Debt Contracting 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) 

1) BD Dummy 1.00                             

2) Inside BD Dummy 0.74 1.00                           

3) Outside BD Dummy 0.62 -0.02 1.00                         

4) BD Count 0.85 0.58 0.64 1.00                       

5) Inside BD Count 0.65 0.89 -0.02 0.65 1.00                     

6) Outside BD Count 0.53 -0.04 0.86 0.73 -0.04 1.00                   

7) BD Percent 0.86 0.62 0.60 0.96 0.68 0.65 1.00                 

8) Inside BD Percent 0.65 0.88 -0.02 0.63 0.96 -0.04 0.71 1.00               

9) Outside BD Percent 0.54 -0.03 0.87 0.71 -0.04 0.97 0.68 -0.04 1.00             

10) BD Shares 0.78 0.55 0.55 0.82 0.58 0.56 0.81 0.57 0.55 1.00           

11) Inside BD Shares 0.60 0.81 -0.03 0.55 0.86 -0.05 0.58 0.84 -0.04 0.68 1.00         

12) Outside BD Shares 0.48 -0.03 0.78 0.59 -0.04 0.81 0.54 -0.03 0.79 0.70 -0.04 1.00       

13) Log All-in-Drawn Spread 0.09 0.01 0.12 0.08 0.01 0.10 0.10 0.03 0.11 0.06 0.00 0.08 1.00     

14) Collateral Dummy 0.10 0.06 0.09 0.10 0.06 0.08 0.12 0.08 0.09 0.09 0.06 0.07 0.44 1.00   

15) Covenant Count 0.06 0.06 0.03 0.03 0.02 0.03 0.05 0.04 0.03 0.00 0.01 0.00 0.13 0.29 1.00 

This table presents Pearson correlations of the variables of interest for bank loan regressions. Data are at the loan facility level, 
and limited to observations without any missing values across all variables (n = 4,267). Correlations that are statistically 
significant at 5% or less are bold and Italicized. See Appendix for variable definitions. 
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Table 18: Regression of Bank Loan Terms on the Presence of a Blockholder-Director 
Panel A: DV = Log All-in-Drawn Spread 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.107 -3.167 ***                   

BD Count       -0.038 -1.852 *             

BD Percent             -0.357 -2.101 **       

BD Shares                   -0.006 -3.806 *** 

Blockholdings 0.004 4.514 *** 0.004 4.489 *** 0.004 4.460 *** 0.005 5.383 *** 

BD Firm 0.102 3.590 *** 0.081 2.997 *** 0.081 2.993 *** 0.096 3.705 *** 

Log Loan Amount -0.071 -4.800 *** -0.072 -4.883 *** -0.072 -4.874 *** -0.071 -4.769 *** 

Log Loan Maturity 0.036 1.115   0.036 1.116   0.035 1.113   0.035 1.100   

Log Number of Lenders 0.026 1.258   0.026 1.300   0.026 1.286   0.025 1.216   

Performance Pricing Dummy -0.007 -0.306   -0.006 -0.296   -0.006 -0.279   -0.006 -0.264   

Log Assets -0.116 -5.092 *** -0.115 -5.050 *** -0.117 -5.095 *** -0.112 -4.914 *** 

MTB -0.002 -0.793   -0.002 -0.781   -0.002 -0.781   -0.002 -0.766   

Leverage 0.618 6.485 *** 0.623 6.474 *** 0.622 6.497 *** 0.613 6.408 *** 

PP&E -0.043 -0.468   -0.046 -0.490   -0.042 -0.452   -0.055 -0.591   

ROA -3.093 -5.913 *** -3.129 -5.991 *** -3.107 -5.911 *** -3.066 -5.824 *** 

Z-Score -0.039 -1.631   -0.039 -1.631   -0.039 -1.630   -0.039 -1.639   

Firm Age -0.002 -2.115 ** -0.002 -2.063 ** -0.002 -2.086 ** -0.002 -2.175 ** 

|Discretionary Accruals| 0.766 2.046 ** 0.765 2.024 ** 0.754 2.012 ** 0.781 2.086 ** 

Operating Cash Flows -1.071 -3.393 *** -1.071 -3.380 *** -1.075 -3.379 *** -1.064 -3.358 *** 

CEO Turnover 0.023 0.846   0.026 0.932   0.025 0.891   0.023 0.826   

CEO SBC Mix -0.041 -0.919   -0.035 -0.787   -0.038 -0.851   -0.040 -0.908   

Percent Independent -0.194 -2.469 ** -0.191 -2.401 ** -0.193 -2.435 ** -0.222 -2.838 *** 

Log Audit Fees 0.033 0.712   0.032 0.683   0.034 0.725   0.033 0.714   

Restatement Dummy 0.117 3.762 *** 0.115 3.661 *** 0.115 3.671 *** 0.116 3.674 *** 

Shareholder Payout -0.024 -2.920 *** -0.024 -2.902 *** -0.023 -2.891 *** -0.023 -2.838 *** 

Term Spread 0.366 29.447 *** 0.366 29.417 *** 0.367 29.357 *** 0.365 29.415 *** 

Credit Spread 0.208 6.978 *** 0.207 6.977 *** 0.208 6.985 *** 0.210 7.062 *** 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 
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(Table 18 continued.) 

(Panel A continued.) 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,265 4,265 4,265 4,265 

R-squared 0.613 0.612 0.616 0.614 

Panel B: DV = Collateral Dummy 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

BD Dummy -0.134 -0.674                     

BD Count       0.030 0.304               

BD Percent             0.303 0.363         

BD Shares                   -0.006 -0.770   

Blockholdings 0.015 3.222 *** 0.014 2.791 *** 0.014 2.786 *** 0.016 3.212 *** 

BD Firm -0.087 -0.448   -0.168 -0.924   -0.170 -0.942   -0.104 -0.586   

Log Loan Amount -0.127 -1.923 * -0.128 -1.944 * -0.128 -1.942 * -0.127 -1.925 * 

Log Loan Maturity 0.122 0.864   0.126 0.897   0.126 0.896   0.123 0.873   

Log Number of Lenders -0.088 -0.829   -0.085 -0.802   -0.085 -0.800   -0.088 -0.825   

Performance Pricing Dummy 0.610 5.279 *** 0.610 5.280 *** 0.609 5.277 *** 0.610 5.288 *** 

Log Assets -0.613 -5.410 *** -0.614 -5.411 *** -0.613 -5.409 *** -0.609 -5.364 *** 

MTB -0.016 -2.121 ** -0.016 -2.127 ** -0.016 -2.129 ** -0.016 -2.122 ** 

Leverage 1.738 3.353 *** 1.745 3.367 *** 1.745 3.367 *** 1.729 3.337 *** 

PP&E -0.181 -0.345   -0.197 -0.374   -0.199 -0.378   -0.196 -0.373   

ROA -10.113 -2.557 ** -10.212 -2.571 ** -10.233 -2.572 ** -10.050 -2.535 ** 

Z-Score -0.609 -2.186 ** -0.609 -2.188 ** -0.609 -2.187 ** -0.607 -2.181 ** 

Firm Age -0.017 -3.471 *** -0.017 -3.480 *** -0.017 -3.480 *** -0.017 -3.491 *** 

|Discretionary Accruals| 6.678 2.751 *** 6.688 2.801 *** 6.705 2.794 *** 6.721 2.779 *** 

Operating Cash Flows -3.130 -1.785 * -3.102 -1.769 * -3.099 -1.766 * -3.135 -1.788 * 

CEO Turnover 0.026 0.165   0.025 0.158   0.026 0.164   0.026 0.161   

CEO SBC Mix -0.444 -1.763 * -0.430 -1.714 * -0.427 -1.702 * -0.441 -1.752 * 

Percent Independent -0.234 -0.554   -0.161 -0.377   -0.155 -0.364   -0.257 -0.599   

Log Audit Fees 0.324 1.564   0.318 1.531   0.317 1.525   0.326 1.570   

Restatement Dummy 0.328 1.620   0.329 1.624   0.328 1.623   0.328 1.622   
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(Table 18 continued.) 

(Panel B continued.) 

Shareholder Payout -0.133 -2.682 *** -0.132 -2.670 *** -0.132 -2.669 *** -0.133 -2.675 *** 

Term Spread 0.209 3.650 *** 0.212 3.698 *** 0.212 3.691 *** 0.208 3.628 *** 

Credit Spread -0.112 -0.947   -0.112 -0.955   -0.113 -0.959   -0.110 -0.935   

Intercept 6.401 5.671 *** 6.353 5.655 *** 6.341 5.635 *** 6.366 5.645 *** 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,675 4,675 4,675 4,675 

Pseudo R-squared 0.326 0.326 0.326 0.326 

Panel C: DV = Covenant Count 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

BD Dummy -0.036 -0.615                     

BD Count       -0.037 -1.205               

BD Percent             -0.403 -1.764 *       

BD Shares                   -0.008 -3.941 *** 

Blockholdings -0.001 -0.572   0.000 -0.229   0.000 -0.111   0.001 0.907   

BD Firm 0.021 0.456   0.031 0.706   0.035 0.803   0.062 1.427   

Log Loan Amount 0.004 0.252   0.004 0.259   0.004 0.255   0.005 0.334   

Log Loan Maturity -0.091 -1.887 * -0.092 -1.910 * -0.093 -1.928 * -0.095 -1.978 ** 

Log Number of Lenders 0.136 4.766 *** 0.135 4.741 *** 0.135 4.716 *** 0.133 4.631 *** 

Performance Pricing Dummy 0.754 16.225 *** 0.755 16.214 *** 0.756 16.267 *** 0.756 16.327 *** 

Log Assets -0.179 -5.891 *** -0.178 -5.860 *** -0.179 -5.914 *** -0.173 -5.714 *** 

MTB -0.002 -0.731   -0.002 -0.737   -0.002 -0.735   -0.001 -0.675   

Leverage 0.274 2.238 ** 0.274 2.242 ** 0.274 2.246 ** 0.266 2.171 ** 

PP&E -0.154 -0.984   -0.154 -0.988   -0.150 -0.966   -0.167 -1.075   

ROA 0.104 0.189   0.100 0.183   0.126 0.230   0.193 0.357   

Z-Score -0.007 -1.428   -0.007 -1.442   -0.007 -1.411   -0.007 -1.304   

Firm Age -0.002 -1.780 * -0.002 -1.774 * -0.002 -1.784 * -0.002 -1.861 * 

|Discretionary Accruals| 0.699 0.969   0.695 0.954   0.686 0.944   0.710 0.981   
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(Table 18 continued.) 

(Panel C continued.) 

Operating Cash Flows -1.121 -2.615 *** -1.138 -2.668 *** -1.143 -2.668 *** -1.125 -2.618 *** 

CEO Turnover -0.032 -0.671   -0.029 -0.615   -0.030 -0.636   -0.031 -0.660   

CEO SBC Mix -0.178 -2.542 ** -0.178 -2.540 ** -0.183 -2.598 *** -0.183 -2.633 *** 

Percent Independent -0.121 -1.060   -0.139 -1.187   -0.148 -1.273   -0.191 -1.656 * 

Log Audit Fees -0.065 -1.178   -0.064 -1.168   -0.062 -1.127   -0.060 -1.102   

Restatement Dummy 0.020 0.323   0.018 0.296   0.018 0.291   0.019 0.306   

Shareholder Payout -0.008 -0.656   -0.009 -0.734   -0.008 -0.727   -0.009 -0.821   

Term Spread 0.028 1.788 * 0.027 1.690 * 0.027 1.699 * 0.025 1.562   

Credit Spread -0.071 -2.161 ** -0.072 -2.181 ** -0.071 -2.143 ** -0.069 -2.098 ** 

Intercept 0.874 2.608 *** 0.878 2.617 *** 0.895 2.670 *** 0.865 2.586 ** 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,725 4,725 4,725 4,725 

Pseudo R-squared 0.135 0.135 0.135 0.136 

This table presents the results of regressions of the terms of bank loans on the presence of a blockholder on the board. The independent variable of interest takes of one four forms: a dummy 
for at least one blockholder-director, the count of blockholder-directors, the percent of board members comprised of blockholder-directors, and the percent of shares outstanding out of 100 
held by blockholder-directors. Panels A, B, and C present results for the dependent variables, the log of all-in-drawn spread, a dummy for a collateral requirement, and the number of 
covenants, using least squares, logistic, and Poisson regressions, respectively. Data are at the bank loan facility level. All models include loan type, loan purpose, and industry fixed effects 
and standard errors clustered by firm. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 19: Regression of Bank Loan Terms by Blockholder-Director Type 

Panel A: DV = Log All-in-Drawn Spread 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy -0.056 -1.071                     
Outside BD Dummy -0.057 -1.301                     
Inside BD Count       -0.003 -0.095               
Outside BD Count       -0.015 -0.583               
Inside BD Percent             -0.041 -0.137         
Outside BD Percent             -0.128 -0.563         
Inside BD Shares                   -0.006 -1.289   
Outside BD Shares                   -0.004 -1.788 * 
Inside Blockholdings -0.001 -0.425   -0.002 -0.857   -0.002 -0.754   0.003 0.659   
Outside Blockholdings 0.004 4.743 *** 0.004 4.746 *** 0.004 4.679 *** 0.005 5.187 *** 
Inside BD Firm 0.039 1.117   0.019 0.570   0.020 0.597   0.021 0.655   
Outside BD Firm 0.112 3.757 *** 0.103 3.560 *** 0.102 3.520 *** 0.114 4.034 *** 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,265 4,265 4,265 4,265 
R-squared 0.616 0.616 0.616 0.617 
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(Table 19 continued.) 

Panel B: DV = Collateral Dummy 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy -0.257 -0.858                     
Outside BD Dummy 0.008 0.033                     
Inside BD Count       0.095 0.479               
Outside BD Count       0.058 0.464               
Inside BD Percent             1.393 0.943         
Outside BD Percent             0.468 0.395         
Inside BD Shares                   0.027 1.073   
Outside BD Shares                   -0.006 -0.557   
Inside Blockholdings 0.011 0.929   -0.001 -0.049   -0.004 -0.331   -0.019 -0.798   
Outside Blockholdings 0.016 3.198 *** 0.015 2.965 *** 0.015 2.980 *** 0.016 3.268 *** 
Inside BD Firm -0.086 -0.386   -0.199 -0.960   -0.220 -1.088   -0.185 -0.955   
Outside BD Firm 0.089 0.441   0.067 0.355   0.073 0.378   0.133 0.708   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,675 4,675 4,675 4,675 
Pseudo R-squared 0.327 0.327 0.327 0.327 
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(Table 19 continued.) 

Panel C: DV = Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy 0.126 1.404                     
Outside BD Dummy -0.059 -0.770                     
Inside BD Count       0.002 0.031               
Outside BD Count       -0.034 -0.848               
Inside BD Percent             0.030 0.077         
Outside BD Percent             -0.458 -1.458         
Inside BD Shares                   -0.003 -0.417   
Outside BD Shares                   -0.010 -3.940 *** 
Inside Blockholdings -0.007 -1.650 * -0.004 -0.990   -0.004 -0.935   -0.001 -0.072   
Outside Blockholdings 0.000 -0.242   0.000 -0.103   0.000 0.036   0.001 0.887   
Inside BD Firm -0.076 -1.161   -0.030 -0.491   -0.033 -0.541   -0.031 -0.526   
Outside BD Firm 0.062 1.314   0.060 1.326   0.068 1.473   0.094 2.029 ** 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
Pseudo R-squared 0.136 0.136 0.136 0.137 

This table presents the results of regressions of the terms of bank loans on the presence of a blockholder on the board, split by blockholder type. The 
independent variable of interest takes of one four forms: a dummy for at least one blockholder-director, the count of blockholder-directors, the percent 
of board members comprised of blockholder-directors, and the percent of shares outstanding out of 100 held by blockholder-directors. Each is split into 
inside blockholders (managers and founding families) and outside blockholders (all others). The level of blockholdings and a dummy for firms that have 
a blockholder at any point in the sample are also split into insiders and outsiders. All other controls are identical to Table 18. Panels A, B, and C present 
results for the dependent variables, the log of all-in-drawn spread, a dummy for a collateral requirement, and the number of covenants, using least 
squares, logistic, and Poisson regressions, respectively. Data are at the bank loan facility level. All models include loan type, loan purpose, and industry 
fixed effects and standard errors clustered by firm. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. 
See Appendix for variable definitions. 
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Table 20: Regression of Bank Loan Terms by Detailed Blockholder-Director Type 
Panel A: DV = Log All-in-Drawn Spread 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Founding Family BD Dummy 0.003 0.057                     

Management BD Dummy -0.037 -0.628                     

Institutional BD Dummy -0.017 -0.383                     

Individual BD Dummy -0.151 -2.615 ***                   

Corporate BD Dummy -0.100 -0.836                     

Founding Family BD Count       0.047 1.485               

Management BD Count       -0.041 -1.013               

Institutional BD Count       -0.004 -0.145               

Individual BD Count       -0.086 -1.630               

Corporate BD Count       -0.022 -0.335               

Founding Family BD Percent             0.524 1.881 *       

Management BD Percent             -0.432 -1.399         

Institutional BD Percent             0.007 0.032         

Individual BD Percent             -0.839 -1.906 *       

Corporate BD Percent             -0.204 -0.355         

Founding Family BD Shares                   0.000 -0.039   

Management BD Shares                   0.000 0.038   

Institutional BD Shares                   -0.003 -1.171   

Individual BD Shares                   -0.005 -1.499   

Corporate BD Shares                   -0.005 -1.178   

Controls Y Y Y Y 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,265 4,265 4,265 4,265 

R-squared 0.617 0.617 0.617 0.617 

  



Texas Tech University, Blair B. Marquardt, May 2018 

150 

(Table 20 continued.) 

Panel B: DV = Collateral Dummy 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Founding Family BD Dummy 0.139 0.381                     

Management BD Dummy -0.302 -0.942                     

Institutional BD Dummy 0.284 1.013                     

Individual BD Dummy -0.977 -2.423 **                   

Corporate BD Dummy -0.018 -0.036                     

Founding Family BD Count       0.310 1.629               

Management BD Count       -0.260 -1.333               

Institutional BD Count       0.124 0.879               

Individual BD Count       -0.881 -2.650 ***             

Corporate BD Count       0.157 0.717               

Founding Family BD Percent             3.753 2.383 **       

Management BD Percent             -2.144 -1.317         

Institutional BD Percent             0.914 0.684         

Individual BD Percent             -6.882 -2.490 **       

Corporate BD Percent             1.935 0.946         

Founding Family BD Shares                   0.031 1.362   

Management BD Shares                   -0.008 -0.467   

Institutional BD Shares                   0.000 -0.011   

Individual BD Shares                   -0.048 -1.242   

Corporate BD Shares                   -0.005 -0.328   

Controls Y Y Y Y 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,675 4,675 4,675 4,675 

Pseudo R-squared 0.329 0.331 0.331 0.328 
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(Table 20 continued.) 

Panel C: DV = Covenant Count 

  (1) (2) (3) (4) 

  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   

Founding Family BD Dummy 0.152 1.647                     

Management BD Dummy 0.099 1.200                     

Institutional BD Dummy -0.047 -0.469                     

Individual BD Dummy -0.055 -0.542                     

Corporate BD Dummy -0.177 -1.312                     

Founding Family BD Count       0.033 0.589               

Management BD Count       0.057 0.928               

Institutional BD Count       -0.003 -0.053               

Individual BD Count       -0.064 -0.919               

Corporate BD Count       -0.095 -1.974 **             

Founding Family BD Percent             0.483 1.122         

Management BD Percent             0.062 0.141         

Institutional BD Percent             -0.296 -0.766         

Individual BD Percent             -0.481 -0.892         

Corporate BD Percent             -0.919 -1.657 *       

Founding Family BD Shares                   0.001 0.136   

Management BD Shares                   0.008 1.329   

Institutional BD Shares                   -0.010 -3.202 *** 

Individual BD Shares                   -0.003 -0.528   

Corporate BD Shares                   -0.014 -3.147 *** 

Controls Y Y Y Y 

Loan Type FE Y Y Y Y 

Loan Purpose FE Y Y Y Y 

Industry FE Y Y Y Y 

Cluster by Firm Y Y Y Y 

Observations 4,725 4,725 4,725 4,725 

Pseudo R-squared 0.136 0.136 0.136 0.137 
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(Table 20 continued.) 

This table presents the results of regressions of the terms of bank loans on the presence of a blockholder on the board, split by detailed blockholder type. The independent variable of interest 
takes of one four forms: a dummy for at least one blockholder-director, the count of blockholder-directors, the percent of board members comprised of blockholder-directors, and the percent 
of shares outstanding out of 100 held by blockholder-directors. Each is split into five types of blockholders: founding families, management, institutions, unaffiliated individuals, and 
corporations. All other controls are identical to Table 19. Panels A, B, and C present results for the dependent variables, the log of all-in-drawn spread, a dummy for a collateral requirement, 
and the number of covenants, using least squares, logistic, and Poisson regressions, respectively. Data are at the bank loan facility level. All models include loan type, loan purpose, and 
industry fixed effects and standard errors clustered by firm. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable 
definitions. 
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Table 21: Regressions of Capital and Performance Covenants 

Panel A: DV = Capital Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy 0.166 0.783                     
BD Count       -0.013 -0.139               
BD Percent             0.416 0.513         
BD Shares                   -0.004 -0.475   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
Pseudo R-squared 0.208 0.207 0.207 0.207 
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(Table 21 continued.) 

Panel B: DV = Capital Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy 0.513 1.569                     
Outside BD Dummy -0.303 -1.311                     
Inside BD Count       0.185 0.942               
Outside BD Count       -0.163 -1.350               
Inside BD Percent             2.710 1.676 *       
Outside BD Percent             -1.215 -1.081         
Inside BD Shares                   -0.032 -0.917   
Outside BD Shares                   -0.003 -0.347   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
Pseudo R-squared 0.210 0.209 0.210 0.208 
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(Table 21 continued.) 

Panel C: DV = Performance Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.041 -0.657                     
BD Count       -0.046 -1.393               
BD Percent             -0.477 -1.851 *       
BD Shares                   -0.008 -3.220 *** 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
Pseudo R-squared 0.150 0.150 0.150 0.151 
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(Table 21 continued.) 

Panel D: DV = Performance Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy 0.106 1.096                     
Outside BD Dummy -0.041 -0.514                     
Inside BD Count       -0.029 -0.497               
Outside BD Count       -0.037 -0.860               
Inside BD Percent             -0.222 -0.574         
Outside BD Percent             -0.464 -1.268         
Inside BD Shares                   0.004 0.605   
Outside BD Shares                   -0.011 -3.480 *** 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
Pseudo R-squared 0.150 0.150 0.151 0.152 

This table presents the results of Poisson regressions of the number of covenants attached to a bank loan on the presence of a 
blockholder on the board, split by covenant type. The independent variable of interest takes of one four forms: a dummy for at 
least one blockholder-director, the count of blockholder-directors, the percent of board members comprised of blockholder-
directors, and the percent of shares outstanding out of 100 held by blockholder-directors. In Panels B and D, each is split into 
inside blockholders (managers and founding families) and outside blockholders (all others). The dependent variable is the 
number of capital covenants in Panels A and B and the number of performance covenants in Panels C and D. All other controls 
are identical to Tables 18 and 19. Data are at the bank loan facility level. All models include loan type, loan purpose, and 
industry fixed effects and standard errors clustered by firm. Two-tailed statistical significance at 1%, 5%, and 10% levels is 
denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 22: Firm Fixed Effects 

Panel A: DV = Log All-in-Drawn Spread 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.010 -0.238                     
BD Count       -0.035 -1.655 *             
BD Percent             -0.263 -1.260         
BD Shares                   -0.002 -1.043   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Firm FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,187 4,187 4,187 4,187 
R-squared 0.803 0.803 0.803 0.803 
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(Table 22 continued.) 

Panel B: DV = Log All-in-Drawn Spread 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy -0.103 -1.448                     
Outside BD Dummy -0.039 -0.797                     
Inside BD Count       -0.096 -2.015 **             
Outside BD Count       -0.039 -1.737 *             
Inside BD Percent             -0.488 -1.171         
Outside BD Percent             -0.361 -1.575         
Inside BD Shares                   -0.011 -1.371   
Outside BD Shares                   -0.003 -1.419   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Firm FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,187 4,187 4,187 4,187 
R-squared 0.803 0.804 0.803 0.803 
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(Table 22 continued.) 

Panel C: DV = Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.022 -0.201                     
BD Count       -0.012 -0.276               
BD Percent             0.067 0.165         
BD Shares                   -0.003 -0.713   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Firm FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,647 4,647 4,647 4,647 
R-squared 0.650 0.650 0.650 0.650 
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(Table 22 continued.) 

Panel D: DV = Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy 0.048 0.371                     
Outside BD Dummy -0.022 -0.171                     
Inside BD Count       0.040 0.491               
Outside BD Count       -0.027 -0.545               
Inside BD Percent             1.018 1.535         
Outside BD Percent             -0.191 -0.397         
Inside BD Shares                   -0.016 -0.861   
Outside BD Shares                   -0.003 -0.721   
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose FE Y Y Y Y 
Firm FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,647 4,647 4,647 4,647 
R-squared 0.650 0.650 0.650 0.650 

This table presents the results of least squares regressions of the terms of bank loans on the presence of a blockholder on the board. The models are 
identical to those in Tables 18 and 19, except the variables BD Firm, Inside BD Firm, and Outside BD Firm and industry fixed effects are dropped and 
replaced with firm fixed effects. Data are at the bank loan facility level. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, 
and *, respectively. See Appendix for variable definitions.
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Table 23: Propensity Score Matched Sample 

Panel A: Determinants of Blockholder-Director Matched Sample 

  (1) 
  DV = BD Dummy 
  Coeff. t-stat.   

Abnormal Return 0.136 2.026 ** 
Sales Growth 0.657 3.739 *** 
MTB -0.028 -2.846 *** 
Investment Inefficiency 0.246 0.777   
CEO Excess Pay 0.000 1.081   
CEO Tenure 0.023 5.617 *** 
Percent Independent -2.508 -12.003 *** 
MWIC -0.083 -0.482   
Restatement 0.041 0.360   
|Discretionary Accruals| 1.808 2.276 ** 
Log Assets -0.077 -2.738 *** 
Firm Age -0.001 -0.725   
Leverage -0.342 -1.600   
Liquidity -0.006 -1.234   
Classified Board 0.115 1.953 * 
Blockholdings 0.051 18.856 *** 
Blockholder Concentration 1.372 8.599 *** 
Constant -2.712 -2.474 ** 
Industry FE Y 
Year FE Y 
Observations 3,883 
Pseudo R-squared 0.329 
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(Table 23 continued.) 

Panel B: Descriptive Statistics of Determinants 

  (1) Facilities with BD (2) Facilities without BD (1-2) 

Variable N Mean N Mean Mean Diff. t-stat.   

Abnormal Return 413 0.117 413 0.099 0.018 0.56   

Sales Growth 413 0.110 413 0.104 0.005 0.40   

MTB 413 2.883 413 2.961 -0.078 -0.39   

Investment Inefficiency 413 0.087 413 0.076 0.011 1.76 * 

CEO Excess Pay 413 -149.417 413 98.258 -247.675 -0.95   

CEO Tenure 413 7.385 413 7.530 -0.145 -0.29   

Percent Independent 413 0.723 413 0.708 0.015 1.36   

MWIC 413 0.031 413 0.031 0.000 0.00   

Restatement 413 0.063 413 0.063 0.000 0.00   

|Discretionary Accruals| 413 0.034 413 0.034 0.000 -0.15   

Log Assets 413 7.611 413 7.722 -0.111 -1.25   

Firm Age 413 25.257 413 26.116 -0.860 -0.70   

Leverage 413 0.196 413 0.207 -0.011 -1.06   

Liquidity 413 10.784 413 11.300 -0.516 -0.99   

Classified Board 413 0.489 413 0.504 -0.015 -0.42   

Blockholdings 413 31.299 413 31.675 -0.376 -0.41   

Blockholder Concentration 413 0.375 413 0.365 0.010 0.67   
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(Table 23 continued.) 

Panel C: Debt Contracting with Matched Sample 

  (1) (2) 
  Log All-in-Drawn Spread Covenant Count 
  Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.071 -1.493   -0.038 -0.428   
Blockholdings 0.005 3.055 *** -0.003 -1.044   
BD Firm 0.117 2.488 ** -0.033 -0.361   
Log Loan Amount -0.074 -2.772 *** 0.035 0.853   
Log Loan Maturity -0.068 -1.315   -0.185 -2.242 ** 
Log Number of Lenders 0.066 2.000 ** 0.129 2.149 ** 
Performance Pricing 
Dummy 

-0.048 -1.267   0.638 8.359 *** 

Log Assets -0.117 -3.847 *** -0.174 -3.324 *** 
MTB -0.008 -2.649 *** -0.001 -0.201   
Leverage 0.808 6.170 *** 0.526 2.294 ** 
PP&E 0.121 0.870   -0.390 -1.305   
ROA -0.558 -0.863   1.274 1.455   
Z-Score -0.060 -2.273 ** 0.047 1.158   
Firm Age -0.002 -2.021 ** -0.002 -0.887   
|Discretionary Accruals| 0.247 0.329   1.186 1.227   
Operating Cash Flows -1.101 -2.362 ** -2.072 -2.693 *** 
CEO Turnover 0.100 2.244 ** 0.032 0.360   
CEO SBC Mix -0.053 -0.716   -0.008 -0.063   
Percent Independent -0.146 -1.260   -0.317 -1.795 * 
Log Audit Fees 0.143 2.223 ** -0.153 -1.571   
Restatement Dummy 0.012 0.198   -0.043 -0.416   
Shareholder Payout -0.023 -1.790 * -0.039 -1.798 * 
Term Spread 0.356 15.383 *** -0.008 -0.252   
Credit Spread 0.183 2.735 *** -0.072 -0.921   
Constant       0.389 0.382   
Loan Type FE Y Y 
Loan Purpose FE Y Y 
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(Table 23 continued.) 

(Panel C continued.) 

Industry FE Y Y 
Cluster by Firm Y Y 
Observations 824 826 
R-squared / Pseudo 0.627 0.119 

This table presents results for a propensity score matched sample of loan facilities, matched without replacement and with a caliper of 0.001. Data are at 
the bank loan facility level. Panel A presents the determinants model. Panel B presents two-tailed t-tests of the differences in means of determinant 
variables between treatment and control observations. Panel C presents the results of regressions of the all-in-drawn spread (least squares) and covenant 
count (Poisson) on the presence of a blockholder on the board, using the propensity score matched sample. Two-tailed statistical significance at 1%, 5%, 
and 10% levels is denoted ***, **, and *, respectively. See Appendix for variables. 
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Table 24: First Stage of Two-Stage Least Squares Regression of Log All-in-Drawn 
Spread 

  (1) 

  BD Dummy 

  Coeff. t-stat.   
Blockholder Market Cap -0.025 -8.710 *** 
Blockholdings 0.007 10.040 *** 
BD Firm 0.399 17.170 *** 
Log Loan Amount 0.017 1.880 * 
Log Loan Maturity 0.004 0.240   
Log Number of Lenders -0.020 -1.720 * 
Performance Pricing Dummy 0.004 0.300   
Log Assets 0.018 1.330   
MTB 0.000 0.250   
Leverage -0.047 -0.830   
PP&E 0.035 0.500   
ROA 0.239 0.770   
Z-Score 0.004 0.740   
Firm Age 0.000 -0.270   
|Discretionary Accruals| 0.047 0.180   
Operating Cash Flows -0.144 -0.810   

CEO Turnover -0.002 -0.110   
CEO SBC Mix -0.075 -2.170 ** 
Percent Independent -0.258 -4.340 *** 
Log Audit Fees 0.006 0.260   
Restatement Dummy -0.009 -0.360   

Shareholder Payout -0.007 -1.220   
Term Spread -0.005 -0.590   
Credit Spread -0.014 -1.050   
Constant 0.190 1.430   
Loan Type FE Y 
Loan Purpose FE Y 
Industry FE Y 
Cluster by Firm Y 
Observations 4,267  
R-squared 0.535 

This table presents results of the first stage of a 2SLS regression of all-in-drawn spread on the presence of a blockholder director, 
where the first stage is a regression of the blockholder-director on the instrument, a blockholder's total investment in the market 
by year. Other control variables are defined in the second stage. The second stage of this regression in presented in Table 25 
Model 1. The first stages of other 2SLS regression are untabulated for brevity. Data are at the bank loan facility level. Two-tailed 
statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions.
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Table 25: Second Stage of Two-Stage Least Squares Regression of All-in-Drawn Spread 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.481 -3.007 ***                   
BD Count       -0.268 -2.995 ***             
BD Percent             -2.367 -3.035 ***       
BD Shares                   -0.020 -3.135 *** 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose 
FE 

Y Y Y Y 

Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,267 4,267 4,267 4,267 
R-squared 0.593 0.582 0.585 0.597 

This table presents results of the second stage of a 2SLS regression of all-in-drawn spread on the presence of a blockholder 
director. The first stage is a regression of the blockholder-director on the instrument, blockholder's total market capitalization. 
The independent variable of interest takes of one four forms: a dummy for at least one blockholder-director, the count of 
blockholder-directors, the percent of board members comprised of blockholder-directors, and the percent of shares outstanding 
out of 100 held by blockholder-directors. All other controls are identical to Table 18. Data are at the bank loan facility level. 
An example first stage regression is presented in Table 24, and the first stages of other 2SLS regression are untabulated for 
brevity. All models include loan type, loan purpose, and industry fixed effects and standard errors clustered by firm. Two-
tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable 
definitions. 
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Table 26: Second Stage of Two-Stage Least Squares Regression of Covenant Count 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.530 -1.855 *                   
BD Count       -0.294 -1.829 *             
BD Percent             -2.539 -1.844 *       
BD Shares                   -0.023 -1.883 * 
Controls Y Y Y Y 
Loan Type FE Y Y Y Y 
Loan Purpose 
FE 

Y Y Y Y 

Industry FE Y Y Y Y 
Cluster by Firm Y Y Y Y 
Observations 4,725 4,725 4,725 4,725 
R-squared 0.362 0.362 0.365 0.375 

This table presents results of the second stage of a 2SLS regression of the number of covenants on the presence of a 
blockholder director. The first stage is a regression of the blockholder-director on the instrument, blockholder's total market 
capitalization. The independent variable of interest takes of one four forms: a dummy for at least one blockholder-director, the 
count of blockholder-directors, the percent of board members comprised of blockholder-directors, and the percent of shares 
outstanding out of 100 held by blockholder-directors. All other controls are identical to Table 18. Data are at the bank loan 
facility level. An example first stage regression is presented in Table 24, and the first stages of other 2SLS regression are 
untabulated for brevity. All models include loan type, loan purpose, and industry fixed effects and standard errors clustered by 
firm. Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for 
variable definitions. 
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Table 27: Regression of Effective Interest Rate on the Presence of a Blockholder-Director 

Panel A: Dependent Variable Descriptive Statistics 

Variable N Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
Effective Interest Rate 7,980 0.081 0.196 0.023 0.039 0.056 0.072 0.096 
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(Table 27 continued.) 

Panel B: Blockholder-Directors 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy -0.005 -0.433                     
BD Count       -0.005 -1.142               
BD Percent             -0.048 -0.859         
BD Shares                   0.000 -0.274   
Blockholdings 0.000 0.603   0.000 0.715   0.000 0.766   0.000 0.524   
BD Firm -0.002 -0.200   -0.001 -0.086   -0.001 -0.081   -0.004 -0.428   
Log Assets -0.012 -2.792 ** -0.012 -2.835 ** -0.012 -2.812 ** -0.012 -2.835 ** 
MTB 0.000 -0.256   0.000 -0.241   0.000 -0.249   0.000 -0.237   
Leverage -0.162 -4.060 *** -0.161 -4.081 *** -0.162 -4.060 *** -0.161 -4.087 *** 
PP&E 0.017 1.466   0.018 1.470   0.018 1.499   0.017 1.400   
ROA -0.050 -1.850 * -0.050 -1.837 * -0.049 -1.833 * -0.050 -1.861 * 
Z-Score 0.001 0.947   0.001 0.948   0.001 0.938   0.001 0.927   
Firm Age 0.000 -1.116   0.000 -1.238   0.000 -1.255   0.000 -1.297   
|Discretionary Accruals| -0.005 -0.105   -0.005 -0.099   -0.004 -0.083   -0.005 -0.113   
Operating Cash Flows -0.015 -0.465   -0.015 -0.480   -0.015 -0.480   -0.015 -0.482   
CEO Turnover 0.006 0.955   0.006 1.006   0.006 0.963   0.006 0.957   
CEO SBC Mix -0.018 -1.325   -0.018 -1.265   -0.018 -1.308   -0.017 -1.230   
Percent Independent -0.004 -0.218   -0.008 -0.357   -0.008 -0.362   -0.004 -0.173   
Log Audit Fees 0.016 2.330 ** 0.016 2.364 ** 0.017 2.330 ** 0.016 2.391 ** 
Restatement Dummy 0.001 0.147   0.001 0.132   0.001 0.134   0.001 0.144   
Shareholder Payout 0.000 0.101   0.000 0.126   0.000 0.112   0.000 0.103   
Industry FE Y Y Y Y 
Year FE Y Y Y Y 
Cluster by Industry Y Y Y Y 
Cluster by Year Y Y Y Y 
Observations 7,807 7,807 7,807 7,807 
R-squared 0.057 0.057 0.057 0.057 
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(Table 27 continued.) 

Panel C: Inside and Outside Blockholder-Directors 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy -0.015 -0.715                     
Outside BD Dummy 0.002 0.247                     
Inside BD Count       -0.013 -1.170               
Outside BD Count       -0.001 -0.305               
Inside BD Percent             -0.113 -0.967         
Outside BD Percent             -0.011 -0.287         
Inside BD Shares                   0.000 0.031   
Outside BD Shares                   0.000 -0.331   
Inside Blockholdings 0.001 0.584   0.001 0.818   0.001 0.920   0.000 0.093   
Outside Blockholdings 0.000 0.431   0.000 0.526   0.000 0.515   0.000 0.500   
Inside BD Firm 0.000 0.003   -0.001 -0.058   -0.001 -0.094   -0.006 -0.566   
Outside BD Firm -0.009 -1.311   -0.007 -1.040   -0.007 -1.047   -0.007 -1.014   
Log Assets -0.013 -2.855 ** -0.012 -2.948 ** -0.013 -2.649 ** -0.012 -2.907 ** 
MTB 0.000 -0.289   0.000 -0.314   0.000 -0.308   0.000 -0.287   
Leverage -0.161 -4.027 *** -0.160 -4.022 *** -0.161 -4.026 *** -0.161 -4.049 *** 
PP&E 0.018 1.551   0.018 1.561   0.018 1.588   0.018 1.464   
ROA -0.050 -1.904 * -0.049 -1.864 * -0.049 -1.882 * -0.050 -1.932 * 
Z-Score 0.001 0.943   0.001 0.931   0.001 0.840   0.001 0.932   
Firm Age 0.000 -1.371   0.000 -1.505   0.000 -1.534   0.000 -1.539   
|Discretionary Accruals| -0.003 -0.065   -0.003 -0.069   -0.002 -0.045   -0.003 -0.063   
Operating Cash Flows -0.015 -0.464   -0.017 -0.517   -0.017 -0.514   -0.016 -0.478   
CEO Turnover 0.006 0.949   0.006 0.954   0.006 0.874   0.006 0.988   
CEO SBC Mix -0.018 -1.325   -0.017 -1.265   -0.018 -1.324   -0.017 -1.252   
Percent Independent -0.003 -0.151   -0.008 -0.336   -0.007 -0.312   -0.004 -0.184   
Log Audit Fees 0.016 2.423 ** 0.016 2.408 ** 0.017 2.330 ** 0.016 2.481 ** 
Restatement Dummy 0.002 0.163   0.001 0.143   0.002 0.151   0.002 0.158   
Shareholder Payout 0.000 0.078   0.000 0.080   0.000 0.070   0.000 0.081   
Industry FE Y Y Y Y 
Year FE Y Y Y Y 
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(Table 27 continued.) 

(Panel C continued.) 

Cluster by Industry Y Y Y Y 
Cluster by Year Y Y Y Y 
Observations 7,807 7,807 7,807 7,807 
R-squared 0.058 0.058 0.058 0.057 

This table presents the results of regressions of the effective interest rate on the presence of a blockholder on the board. The independent variable of 
interest takes of one four forms: a dummy for at least one blockholder-director, the count of blockholder-directors, the percent of board members 
comprised of blockholder-directors, and the percent of shares outstanding out of 100 held by blockholder-directors. Panel A presents descriptive 
statistics of the dependent variable of interest. Panel B presents results for all blockholder-directors. In Panel C, the independent variable of interest is 
split into inside blockholders (managers and founding families) and outside blockholders (all others). The level of blockholdings and a dummy for firms 
that have a blockholder at any point in the sample are also split into insiders and outsiders. Data are at the firm-year level, where effective interest is 
measured over the fiscal year beginning immediately after the proxy statement date. All models include industry and year fixed effects and clustering. 
Two-tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Table 28: Ordered Logistic Regression of Credit Ratings on the Presence of a Blockholder-Director 

Panel A: Dependent Variable Descriptive Statistics 

Variable N Mean Std. Dev. 10th Pctl. 25th Pctl. 50th Pctl. 75th Pctl. 90th Pctl. 
Credit Rating Rank 4,529 13.261 3.055 9 11 13 15 17 
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(Table 28 continued.) 

Panel B: Blockholder-Directors 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
BD Dummy 0.348 1.397                     
BD Count       0.069 0.725               
BD Percent             0.252 0.277         
BD Shares                   0.029 2.957 *** 
Blockholdings -0.029 -5.967 *** -0.028 -6.404 *** -0.027 -6.405 *** -0.033 -8.374 *** 
BD Firm -0.311 -1.636   -0.199 -1.066   -0.166 -0.911   -0.353 -2.029 ** 
Log Assets 1.764 14.970 *** 1.764 15.074 *** 1.766 15.094 *** 1.740 14.760 *** 
MTB 0.003 1.256   0.003 1.203   0.003 1.177   0.002 1.094   
Leverage -2.325 -3.873 *** -2.295 -3.765 *** -2.293 -3.775 *** -2.437 -4.205 *** 
PP&E -1.250 -1.360   -1.258 -1.356   -1.249 -1.343   -1.255 -1.363   
ROA 3.878 3.237 *** 3.903 3.224 *** 3.927 3.236 *** 3.793 3.147 *** 
Z-Score 0.631 3.946 *** 0.637 3.968 *** 0.637 3.982 *** 0.624 3.893 *** 
Firm Age 0.019 3.311 *** 0.019 3.322 *** 0.019 3.353 *** 0.019 3.370 *** 
|Discretionary Accruals| -2.623 -3.001 *** -2.569 -2.929 *** -2.567 -2.914 *** -2.593 -2.988 *** 
Operating Cash Flows 12.278 8.048 *** 12.324 8.187 *** 12.304 8.218 *** 12.454 8.105 *** 
CEO Turnover -0.131 -1.314   -0.134 -1.355   -0.133 -1.338   -0.126 -1.238   
CEO SBC Mix 0.415 1.878 * 0.403 1.870 * 0.401 1.869 * 0.430 1.900 * 
Percent Independent -0.142 -0.254   -0.216 -0.406   -0.257 -0.489   0.026 0.048   
Log Audit Fees -0.624 -3.352 *** -0.615 -3.330 *** -0.615 -3.328 *** -0.609 -3.331 *** 
Restatement Dummy -0.378 -3.638 *** -0.378 -3.745 *** -0.380 -3.77 *** -0.363 -3.422 *** 
Shareholder Payout 0.082 3.402 *** 0.083 3.396 *** 0.083 3.404 *** 0.078 3.371 *** 
Industry FE Y Y Y Y 
Year FE Y Y Y Y 
Cluster by Industry Y Y Y Y 
Cluster by Year Y Y Y Y 
Observations 4,529 4,529 4,529 4,529 
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(Table 28 continued.) 

Panel C: Inside and Outside Blockholder-Directors 

  (1) (2) (3) (4) 
  Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   Coeff. t-stat.   
Inside BD Dummy 0.020 0.055                     
Outside BD Dummy 0.253 0.904                     
Inside BD Count       -0.275 -1.310               
Outside BD Count       0.081 0.638               
Inside BD Percent             -3.391 -1.768 *       
Outside BD Percent             0.437 0.319         
Inside BD Shares                   0.021 0.773   
Outside BD Shares                   0.019 1.085   
Inside Blockholdings 0.013 0.859   0.026 2.103   0.030 2.112 ** -0.004 -0.265   
Outside Blockholdings -0.032 -6.325 *** -0.032 -6.232 *** -0.031 -6.406 *** -0.034 -8.286 *** 
Inside BD Firm -0.580 -2.030 ** -0.452 -1.537   -0.428 -1.503   -0.582 -2.118 ** 
Outside BD Firm -0.262 -1.087   -0.221 -0.904   -0.201 -0.848   -0.284 -1.323   
Log Assets 1.735 15.304 *** 1.730 15.492 *** 1.721 15.612 *** 1.727 15.031 *** 
MTB 0.002 1.055   0.002 1.070   0.003 1.067   0.002 1.023   
Leverage -2.378 -3.914 *** -2.338 -3.780 *** -2.343 -3.770 *** -2.415 -4.065 *** 
PP&E -1.287 -1.426   -1.280 -1.402   -1.291 -1.420   -1.288 -1.424   
ROA 3.783 3.072 *** 3.840 3.165 *** 3.888 3.220 *** 3.747 3.023 *** 
Z-Score 0.611 3.718 *** 0.613 3.778 *** 0.610 3.786 *** 0.610 3.704 *** 
Firm Age 0.019 3.426 *** 0.019 3.589 *** 0.019 3.546 *** 0.019 3.448 *** 
|Discretionary Accruals| -2.663 -3.053 *** -2.663 -3.005 *** -2.621 -2.976 *** -2.628 -3.051 *** 
Operating Cash Flows 12.388 8.379 *** 12.392 8.607 *** 12.366 8.625 *** 12.487 8.566 *** 
CEO Turnover -0.120 -1.177   -0.130 -1.272   -0.132 -1.297   -0.116 -1.148   
CEO SBC Mix 0.407 1.832 * 0.411 1.820 * 0.396 1.789 * 0.422 1.859 * 
Percent Independent -0.093 -0.174   -0.193 -0.371   -0.233 -0.458   0.006 0.011   
Log Audit Fees -0.601 -3.301 *** -0.589 -3.301 *** -0.579 -3.286 *** -0.600 -3.338 *** 
Restatement Dummy -0.353 -3.232 *** -0.356 -3.399 *** -0.353 -3.339 *** -0.348 -3.198 *** 
Shareholder Payout 0.080 3.402 *** 0.080 3.269 *** 0.081 3.281 *** 0.078 3.411 *** 
Industry FE Y Y Y Y 
Year FE Y Y Y Y 
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(Table 28 continued.) 

(Panel C continued.) 

Cluster by Industry Y Y Y Y 
Cluster by Year Y Y Y Y 
Observations 4,529 4,529 4,529 4,529 

This table presents the results of ordered logistic regressions of credit ratings on the presence of a blockholder on the board. The independent variable of 
interest takes of one four forms: a dummy for at least one blockholder-director, the count of blockholder-directors, the percent of board members 
comprised of blockholder-directors, and the percent of shares outstanding out of 100 held by blockholder-directors. Panel A presents descriptive 
statistics of the dependent variable of interest. Panel B presents results for all blockholder-directors. In Panel C, the independent variable of interest is 
split into inside blockholders (managers and founding families) and outside blockholders (all others). The level of blockholdings and a dummy for firms 
that have a blockholder at any point in the sample are also split into insiders and outsiders. Data are at the firm-year level, where the credit rating is 
measured as of the month ending four quarters after the proxy statement date. All models include industry and year fixed effects and clustering. Two-
tailed statistical significance at 1%, 5%, and 10% levels is denoted ***, **, and *, respectively. See Appendix for variable definitions. 
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Figure 1: Rate of Blockholder-Directors by Detailed Blockholder Type 

This figure presents descriptive statistics on blockholder-directors in a visual format. It 
presents as a bar chart the frequencies of at least one blockholder on the board as a 
percent of 10,255 total firm-years, where blockholders are categorized into detailed 
parties. 
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Figure 2: Proportion of Inside vs. Outside Blockholder-Directors 

This figure presents descriptive statistics on blockholder-directors in a visual format. It 
presents as a pie chart the proportion of 2,943 firm-years with blockholder-directors 
(out of a total 10,255 firm-years), where a director represents an inside blockholder, a 
director represents an outside blockholder, or both an insider and an outsider have 
board representation. 
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Figure 3: Proportion of Unique Directors Representing Blockholders 

This figure presents descriptive statistics on blockholder-directors in a visual format. It 
presents as a pie chart the proportion of 4,522 unique firm-year-directors representing 
each detailed category of blockholders. 
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Figure 4: Distribution of Bank Loan Facilities by Blockholder-Director Type 

This figure presents descriptive statistics on bank loan facilities and blockholder-
directors in a visual format. It presents as a bar chart the proportion of unique bank 
loan facilities associated with category of blockholder-director. Data are at the facility 
level, and limited to those attached to a firm-year with a blockholder-director. 
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APPENDIX A 

CHAPTER II VARIABLE DEFINITIONS 

This table presents variable definitions, data level, and primary data source for 
variables used in Chapter II. Variable names from machine-readable datasets are 
identified in parentheses in Italics when feasible. Variables are listed in the order they 
appear in the paper. 

Variable Name Definition Data 
Level 

Primary 
Source 

Blockholdings Total percent of shares outstanding out 
of 100 held by all blockholders. 

Firm-
year 

Hand 
collected 

Founding Family 
Blockholdings 

Total percent of shares outstanding out 
of 100 held by blockholders that are 
founders or their families. 

Firm-
year 

Hand 
collected 

Management 
Blockholdings 

Total percent of shares outstanding out 
of 100 held by blockholders that are 
current or former management. 

Firm-
year 

Hand 
collected 

Institutional 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are financial institutions. 

Firm-
year 

Hand 
collected 

Individual 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are individual investors unaffiliated 
with the founding family or 
management. 

Firm-
year 

Hand 
collected 

Corporate 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are industry peer companies. 

Firm-
year 

Hand 
collected 

Other 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are other parties. 

Firm-
year 

Hand 
collected 

Inside 
Blockholdings 

Total percent of shares outstanding out 
of 100 held by blockholders that are 
founders, their families, or current or 
former management. 

Firm-
year 

Hand 
collected 

Outside 
Blockholdings  

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are institutions, individual 

Firm-
year 

Hand 
collected 
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investors, industry peer companies, or 
other parties. 

BD Dummy Dummy variable equal to 1 if there is at 
least one blockholder-director. 

Firm-
year 

Hand 
collected 

Founding Family 
BD Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
founders or their families. 

Firm-
year 

Hand 
collected 

Management BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
current or former management. 

Firm-
year 

Hand 
collected 

Institutional BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
financial institutions. 

Firm-
year 

Hand 
collected 

Individual BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
individual investors unaffiliated with 
the founding family or management. 

Firm-
year 

Hand 
collected 

Corporate BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
industry peer companies. 

Firm-
year 

Hand 
collected 

Other BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing other 
parties. 

Firm-
year 

Hand 
collected 

Inside BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
founders, their families, or current or 
former management. 

Firm-
year 

Hand 
collected 

Outside BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
institutions, individual investors, 
industry peer companies, or other 
parties. 

Firm-
year 

Hand 
collected 

Abnormal 
Return 

The one-year value-weighted abnormal 
return ending three months after fiscal 
year end. Winsorized by year at 1% and 
99%. 

Firm-
year 

CRSP 
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Sales Growth Change in year over year sales (sale 
less lagged sale), scaled by lagged sale. 
Winsorized by year at 1% and 99%. 

Firm-
year 

Compustat 

MTB Market value of common stock (prcc * 
csho), scaled by book value of common 
stock (ceq). Winsorized by year at 1% 
and 99%. 

Firm-
year 

Compustat 

Investment 
Inefficiency 

Following Richardson (2006), the 
absolute value of the residual of a 
regression of total investment (capx + 
xrd + aqc – sppe, scaled by lagged at) 
on sales growth by industry-year. 
Regression input variables are 
winsorized by year at 1% and 99% 
prior to regression. 

Firm-
year 

Compustat 

CEO Excess Pay Following Cai and Walkling (2011), the 
residual of a regression of CEO total 
compensation (tdc1) on economic 
factors and year and industry fixed 
effects. Regression input variables are 
winsorized by year at 1% and 99% 
prior to regression. 

Firm-
year 

Execucomp 

CEO Tenure Years difference between current fiscal 
year end (datadate) and the year the 
individual became CEO (becameceo). 

Firm-
year 

Execucomp 

Percent 
Independent 

Ratio of outside directors 
(directorsoutside) to total directors 
(directorstotal) on the board. 

Firm-
year 

GMI  

MWIC Dummy variable equal to 1 if the firm’s 
auditor (ic_op_type) identified a 
material weakness in internal controls 
(ic_is_effective) for the fiscal year. 

Firm-
year 

Audit 
Analytics 

Restatement Dummy variable equal to 1 if the firm 
reported a restatement during the one 
year prior to the proxy statement date 
(file_date). 

Firm-
year 

Audit 
Analytics 

|Discretionary 
Accruals| 

The absolute value of performance-
adjusted discretionary accruals 
following Kothari, Leone, and Wasley 
(2005). The absolute value of the 

Firm-
year 

Compustat 
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residual of a regression by industry-
year of total accruals on an intercept, 
sales less receivables, PP&E, and ROA, 
each scaled by lagged total assets. 
Regression input variables are 
winsorized by year at 1% and 99% 
prior to regression. 

Log Assets Total assets (at) plus 1, log 
transformed. 

Firm-
year 

Compustat 

Firm Age Years difference between current fiscal 
year end (datadate) and the year of the 
first available data in CRSP (begprc). 

Firm-
year 

CRSP 

Leverage Long term debt (dltt + dlc), set equal to 
0 if missing, scaled by total assets (at). 
Winsorized by year at 1% and 99%. 

Firm-
year 

Compustat 

Liquidity Average daily stock turnover (vol / 
shrout) during the fiscal year. 
Winsorized by year at 1% and 99%. 

Firm-
year 

CRSP 

Classified Board Dummy variable equal to 1 if the firm 
has a classified (i.e., staggered) board 
(bdclassified). 

Firm-
year 

GMI  

Blockholder 
Concentration 

Blockholder concentration following 
Dou, Hope, Thomas, and Price (2016). 
Ranges from 0 to 1. Set equal to 0 for 
firm-years with no blockholders. A 
value closer to 1 indicates greater 
concentration among blockholders, 
whereas a value closer to 0 indicates 
greater dispersion among blockholders. 

, ,

,
 

Firm-
year 

Hand 
collected 

Compensation 
Committee 
Dummy 

Dummy variable equal to 1 if the 
director serves on the compensation 
committee (committeecompensation). 

Firm-
year-
director 

GMI 

Nominating 
Committee 
Dummy 

Dummy variable equal to 1 if the 
director serves on the nominating 
committee (committeenominating). 

Firm-
year-
director 

GMI 
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Executive 
Committee 
Dummy 

Dummy variable equal to 1 if the 
director serves on the executive 
committee (committeeexecutive). 

Firm-
year-
director 

GMI 

Audit Committee 
Dummy 

Dummy variable equal to 1 if the 
director serves on the audit committee 
(committeeaudit). 

Firm-
year-
director 

GMI 

Financial Expert 
Dummy 

Dummy variable equal to 1 if the 
director is designated as a financial 
expert on the audit committee 
(committeeauditfinancialexpert). 

Firm-
year-
director 

GMI 

Stock Awards Cost to the company of stock-related 
compensation that vested in the period 
based on FAS123R, in thousands 
(stock_awards). Winsorized by year at 
1% and 99%. 

Firm-
year-
director 

Execucomp 

Option Awards Cost to the company of option-related 
compensation that vested in the period 
based on FAS123R, in thousands 
(option_awards). Winsorized by year at 
1% and 99%. 

Firm-
year-
director 

Execucomp 

Cash Fees Cash fees earned, in thousands 
(cash_fees). Winsorized by year at 1% 
and 99%. 

Firm-
year-
director 

Execucomp 

Total 
Compensation 

Total director compensation, in 
thousands (total_sec). Winsorized by 
year at 1% and 99%. 

Firm-
year-
director 

Execucomp 

Chairman Dummy equal to 1 if the director is the 
chairman of the board (position). 

Firm-
year-
director 

GMI 

Independent Dummy equal to 1 if the director is 
independent (diroutside). 

Firm-
year-
director 

GMI 

Female Dummy equal to 1 if the director is 
female (dirgender). 

Firm-
year-
director 

GMI 

Age The director’s age in years (dirage). 
Winsorized by year at 1% and 99%. 

Firm-
year-
director 

GMI 
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Board Seats Number of board seats the director 
holds in addition to the firm-year of 
interest (dirmultiple). Winsorized by 
year at 1% and 99%. 

Firm-
year-
director 

GMI 

Tenure Years since the director joined the 
board (dirsince). Winsorized by year at 
1% and 99%. 

Firm-
year-
director 

GMI 
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APPENDIX B 

CHAPTER III VARIABLE DEFINITIONS 

This table presents variable definitions, data level, and primary data source for 
variables used in Chapter III. Variable names from machine-readable datasets are 
identified in parentheses in Italics when feasible. Variables are listed in the order they 
appear in the paper. 

 
Variable 

Name 
Definition Data 

Level 
Primary 
Source 

Blockholdings Total percent of shares outstanding out of 
100 held by all blockholders. 

Firm-
year 

Hand 
collected 

Founding 
Family 
Blockholdings 

Total percent of shares outstanding out of 
100 held by blockholders that are 
founders or their families. 

Firm-
year 

Hand 
collected 

Management 
Blockholdings 

Total percent of shares outstanding out of 
100 held by blockholders that are current 
or former management. 

Firm-
year 

Hand 
collected 

Institutional 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are institutions. 

Firm-
year 

Hand 
collected 

Individual 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are individual investors unaffiliated 
with the firm. 

Firm-
year 

Hand 
collected 

Corporate 
Blockholdings 

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are industry peer companies. 

Firm-
year 

Hand 
collected 

Inside 
Blockholdings 

Total percent of shares outstanding out of 
100 held by blockholders that are 
founders, their families, or current or 
former management. 

Firm-
year 

Hand 
collected 

Outside 
Blockholdings  

Total percent shares of shares 
outstanding out of 100 by blockholders 
that are institutions, individual investors, 
industry peer companies, or other parties. 

Firm-
year 

Hand 
collected 

BD Dummy Dummy variable equal to 1 if there is at 
least one blockholder-director. 

Firm-
year 

Hand 
collected 
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Founding 
Family BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
founders or their families. 

Firm-
year 

Hand 
collected 

Management 
BD Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing current 
or former management. 

Firm-
year 

Hand 
collected 

Institutional 
BD Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
institutions. 

Firm-
year 

Hand 
collected 

Individual BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
individual investors unaffiliated with the 
firm. 

Firm-
year 

Hand 
collected 

Corporate BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
industry peer companies. 

Firm-
year 

Hand 
collected 

Inside BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
founders, their families, or current or 
former management. 

Firm-
year 

Hand 
collected 

Outside BD 
Dummy 

Dummy for firm-years with at least 1 
blockholder-director representing 
institutions, individual investors, industry 
peer companies, or other parties. 

Firm-
year 

Hand 
collected 

BD Count Count of blockholder-directors in firm-
year. 

Firm-
year 

Hand 
collected 

Founding 
Family BD 
Count 

Count of blockholder-directors that are 
founders or their families. 

Firm-
year 

Hand 
collected 

Management 
BD Count 

Count of blockholder-directors that are 
current or former management. 

Firm-
year 

Hand 
collected 

Institutional 
BD Count 

Count of blockholder-directors that are 
institutions. 

Firm-
year 

Hand 
collected 

Individual BD 
Count 

Count of blockholder-directors that are 
individual investors unaffiliated with the 
firm. 

Firm-
year 

Hand 
collected 

Corporate BD 
Count 

Count of blockholder-directors that are 
industry peer companies. 

Firm-
year 

Hand 
collected 
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Inside BD 
Count 

Count of blockholder-directors that are 
founders, their families, or current or 
former management. 

Firm-
year 

Hand 
collected 

Outside BD 
Count 

Count of blockholder-directors that are 
institutions, individual investors, industry 
peer companies, or other parties. 

Firm-
year 

Hand 
collected 

BD Percent Count of blockholder-directors in firm-
year, scaled by board size. 

Firm-
year 

Hand 
collected 

Founding 
Family BD 
Percent 

Count of blockholder-directors that are 
founders or their families, scaled by 
board size. 

Firm-
year 

Hand 
collected 

Management 
BD Percent 

Count of blockholder-directors that 
current or former management, scaled by 
board size. 

Firm-
year 

Hand 
collected 

Institutional 
BD Percent 

Count of blockholder-directors that are 
institutions, scaled by board size. 

Firm-
year 

Hand 
collected 

Individual BD 
Percent 

Count of blockholder-directors that are 
individual investors unaffiliated with the 
firm, scaled by board size. 

Firm-
year 

Hand 
collected 

Corporate BD 
Percent 

Count of blockholder-directors that are 
industry peer companies, scaled by board 
size. 

Firm-
year 

Hand 
collected 

Inside BD 
Percent 

Count of blockholder-directors that are 
founders, their families, or current or 
former management, scaled by board 
size. 

Firm-
year 

Hand 
collected 

Outside BD 
Percent 

Count of blockholder-directors that are 
institutions, individual investors, industry 
peer companies, or other parties, scaled 
by board size. 

Firm-
year 

Hand 
collected 

BD Shares Percent of shares outstanding out of 100 
held by blockholders with 
representative(s) on the board. 

Firm-
year 

Hand 
collected 

Founding 
Family BD 
Shares 

Percent of shares outstanding out of 100 
held by blockholders that are founders or 
their families with representative(s) on 
the board. 

Firm-
year 

Hand 
collected 



Texas Tech University, Blair B. Marquardt, May 2018 

189 

Management 
BD Shares 

Percent of shares outstanding out of 100 
held by blockholders that are current or 
former management with 
representative(s) on the board. 

Firm-
year 

Hand 
collected 

Institutional 
BD Shares 

Percent shares of shares outstanding out 
of 100 by blockholders that are 
institutions with representative(s) on the 
board. 

Firm-
year 

Hand 
collected 

Individual BD 
Shares 

Percent shares of shares outstanding out 
of 100 by blockholders that are individual 
investors unaffiliated with the firm with 
representative(s) on the board. 

Firm-
year 

Hand 
collected 

Corporate BD 
Shares 

Percent shares of shares outstanding out 
of 100 by blockholders that are industry 
peer companies with representative(s) on 
the board. 

Firm-
year 

Hand 
collected 

Inside BD 
Shares 

Percent of shares outstanding out of 100 
held by blockholders that are founders, 
their families, or current or former 
management with representative(s) on the 
board. 

Firm-
year 

Hand 
collected 

Outside BD 
Shares 

Percent shares of shares outstanding out 
of 100 by blockholders that are 
institutions, individual investors, industry 
peer companies, or other parties with 
representative(s) on the board. 

Firm-
year 

Hand 
collected 

Log All-in-
Drawn Spread 

Loan interest spread over LIBOR 
(allindrawn). In regressions, plus 1 and 
log transformed.  

Firm-
facility 

Thompson 
Reuters 
DealScan 

Collateral 
Dummy 

Dummy equal to 1 if facility is listed in 
DealScan facilitysecurity dataset. 

Firm-
facility 

Thompson 
Reuters 
DealScan 

Covenant 
Count 

Count of covenants listed in DealScan 
financialcovenant and networthcovenant 
datasets. 

Firm-
package 

Thompson 
Reuters 
DealScan 

BD Firm Dummy equal to 1 if the firm has a 
blockholder on the board of directors at 
any point during the sample period. 

Firm Hand 
collected 
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Inside BD 
Firm 

Dummy equal to 1 if the firm has an 
insider blockholder on the board of 
directors at any point during the sample 
period. 

Firm Hand 
collected 

Outside BD 
Firm 

Dummy equal to 1 if the firm has an 
outside blockholder on the board of 
directors at any point during the sample 
period. 

Firm Hand 
collected 

Log Loan 
Amount 

US dollar value of loan (facilityamt * 
exchangerate) in millions, plus 1, log 
transformed. 

Firm-
facility 

Thompson 
Reuters 
DealScan 

Log Loan 
Maturity 

Maturity of loan in months (maturity), 
plus 1, log transformed. 

Firm-
facility 

Thompson 
Reuters 
DealScan 

Log Number 
of Lenders 

Number of unique lenders (lender 
companyid) attached to a facility, plus 1, 
log transformed. 

Firm-
facility 

Thompson 
Reuters 
DealScan 

Performance 
Pricing 
Dummy 

Dummy equal to 1 of the facility has a 
performance pricing provision 
(performancepricingtype). 

Firm-
facility 

Thompson 
Reuters 
DealScan 

Log Assets Total assets (atq) plus 1, log transformed. Firm-
quarter 

Compustat 

MTB Market value of common stock (prccq * 
cshoq), scaled by book value of common 
stock (ceqq). Winsorized by year at 1% 
and 99%. 

Firm-
quarter 

Compustat 

Leverage Long term debt (dlttq + dlcq), set equal 
to 0 if missing, scaled by total assets 
(atq). Winsorized by year at 1% and 
99%. 

Firm- 
quarter 

Compustat 

PP&E Property, plant, and equipment net of 
accumulated depreciation (ppentq), 
scaled by total assets (atq). Winsorized 
by year at 1% and 99%. 

Firm-
quarter 

Compustat 

ROA Net income (niq), scaled by total assets 
(atq). Winsorized by year at 1% and 
99%. 

Firm-
quarter 

Compustat 



Texas Tech University, Blair B. Marquardt, May 2018 

191 

Z-Score 3.3 * EBIT (oiadpq) + sales (saleq) + 1.4 
* retained earnings (req) + 1.2 * working 
capital (actq – lctq), scaled by total assets 
(atq). Method follows Mackie-Mason 
(1990). A higher z-score indicates better 
financial health. Winsorized by year at 
1% and 99%. 

Firm-
quarter 

Compustat 

Firm Age Years difference between current fiscal 
year end (datadate) and the year of the 
first available financial statement data in 
Compustat. 

Firm-
year 

Compustat 

|Discretionary 
Accruals| 

The absolute value of performance-
adjusted discretionary accruals following 
Kothari, Leone, and Wasley (2005). The 
absolute value of the residual of a 
regression by industry-year of total 
accruals on an intercept, sales less 
receivables, PP&E, and ROA, each 
scaled by lagged total assets. Regression 
input variables are winsorized by year at 
1% and 99% prior to regression. 

Firm-
quarter 

Compustat 

Operating 
Cash Flows 

Quarterly operating cash flows (estimated 
from oancfy) scaled by total assets (atq). 
Winsorized by year at 1% and 99%. 

Firm-
quarter 

Compustat 

CEO Turnover Dummy equal to 1 if the firm 
experienced a change in CEO in the most 
recent year (co_per_rol). 

Firm-
year 

Execucomp 

CEO SBC Mix Sum of the fair value of stock-based 
compensation (rstkgrnt, 
option_awards_blk_value if pre-2006; 
stock_awards, option awards if post-
2006), scaled by total compensation 
(tdc1). Winsorized at 0 and 1. 

Firm-
year 

Execucomp 

Percent 
Independent 

Ratio of outside directors 
(directorsoutside) to total directors 
(directorstotal) on the board. 

Firm-
year 

GMI  

Log Audit 
Fees 

Financial statement audit fees 
(audit_fees) in thousands, plus 1, log 
transformed. 

Firm-
year 

Audit 
Analytics 
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Restatement 
Dummy 

Dummy variable equal to 1 if the firm 
reported a restatement during the one 
year prior to the bank facility start date 
(file_date). 

Firm-
year 

Audit 
Analytics 

Shareholder 
Payout 

Distributions made to shareholders in the 
form of dividends and stock repurchases 
(dvt + prstkc), scaled by net income (ib). 

Firm-
year 

Compustat 

Term Spread 10-year Treasury constant maturity minus 
2-year Treasury constant maturity. 

Month-
year 

FRED 

Credit Spread Moody's seasoned BAA corporate bond 
yield minus Moody's seasoned AAA 
corporate bond yield. 

Month-
year 

FRED 

Capital 
Covenant 
Count 

Following Christensen and Nikolaev 
(2012), count of covenants listed in 
DealScan financialcovenant and 
networthcovenant datasets that are capital 
types: debt to equity, debt to tangible net 
worth, leverage ratio, senior leverage, 
total to tangible net worth, current ratio, 
net worth, or tangible net worth 
(covenanttype). 

Firm-
package 

Thompson 
Reuters 
DealScan 

Performance 
Covenant 
Count 

Following Christensen and Nikolaev 
(2012), count of covenants listed in 
DealScan financialcovenant and 
networthcovenant datasets that are 
performance types: debt to EBITDA, 
senior debt to EBITDA, cash interest 
coverage, EBITDA, fixed charge 
coverage, or interest coverage 
(covenanttype). 

Firm-
package 

Thompson 
Reuters 
DealScan 

Blockholder 
Market Cap 

The market cap held by a firm-year’s 
largest blockholder, where the market cap 
held is measured as the total dollar value 
held by a given blockholder-year across 
the entire hand-collected sample. 

Firm-
year 

Hand 
collected 

Effective 
Interest Rate 

Following Pittman and Fortin (2004), 
interest expense (xint) over the fiscal year 
beginning immediately after the proxy 
statement date, scaled by average total 

Firm-
year 

Compustat 
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debt over the period (dlc + dltt). 
Winsorized by year at 1% and 99%. 

Credit Rating S&P credit rating (splticrm) as of the 
month ending four quarters after the 
proxy statement date, rank transformed 
following Anderson, Mansi, and Reeb 
(2003). 

Firm-
month 

S&P 
Ratings 

 


