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Summary
▪ We focus on stakeholderism in the banking industry 

▪ US Setting: States passed laws (constituency statutes, CS) to broaden managerial duties 

▪ Assess financial reporting quality (FRQ) of banks in CS states v’s counterparts in non-CS states 

▪ Results suggest FRQ improves for stakeholder-orientated banks.

▪ Affected banks decrease discretionary loan loss provisions, DLLP relative to unaffected counterparts.

▪ Other indicators of FRQ (reporting small positive earnings changes less frequently, recognising loan losses in a 
timelier fashion, recording lower discretionary gains from available-for-sale securities and operating with a 
lower level of opaque assets) also improve

▪ Results hold following additional tests 

▪ (dynamic treatment effect estimations; placebo tests; propensity score matching; and a reverse causality test).

▪ The interactions with internal stakeholders (depositors and employees) play a significant role in FRQ.



Introduction
▪ FRQ - extent to which accounting information conveys relevant, accurate, complete and objective

representation of an organization’s financial position.

▪ Poor FRQ increases information asymmetries between insiders and outsiders

▪ Impedes the ability of users of these reports to:

▪ accurately assess earnings, future cash flows, risks, managerial performance

▪ exert discipline on senior management

▪ Banks have opaque balance sheets, exacerbated by variations in FRQ (from earnings smoothing,

capital management, signalling) and fraud (LIBOR price fixing etc.)

▪ Banks perform vital roles in the financial system and real economy



Introduction 

▪ Poor FRQ is likely to have profound implications for a myriad of stakeholders.

▪ Accounting information is a primary input to construct performance measures

▪ Accounting information is a primary input to regulatory processes and

measures (capital & liquidity regulation)

▪ Accounting information is an important signalling device of bank or system

level problems

▪ Evidence is limited regarding the impact on FRQ of expanding the scope of

managers’ fiduciary duties to consider the interests of a broad set of

stakeholders.



Introduction

▪ Structure of the modern firm necessitates complex management interactions with various stakeholders 

▪ Traditional theory of the firm assumes managers maximize profit 

▪ Maximizing shareholder value is the dominant objective of firms in most market-based economies

▪ This suggests that the fiduciary duties of managers minimise claims from other stakeholders 

▪ But managers may pursue other objectives (such as growth, market share, or a quiet life)

▪ Consequently, managers may aim for a satisfactory level of performance - sufficient to allow  pursuit of 
other objectives, and thus satisfy (satisfice) a myriad of stakeholders 

▪ An alternative stakeholder orientation view suggests managers strive to consider the interests of all 
stakeholders relevant to the ongoing financial sustainability of an organization 

▪ Stakeholders are defined as a group with capability to contribute or be affected by firm decisions  

▪ A shift in focus from profit maximization to a wider set of organizational goals is likely to have 
implications for facets of organizational behaviour & performance (including financial information) 



Introduction

▪ International: Calls to transform the corporate purpose from a shareholder-centric to 
stakeholder approach (World Economic Forum, 2020, 2021). 

▪ OECD Corporate Governance Principles (2015) recognize the collaboration between all 
stakeholders as a necessary condition for the firm competitiveness.

▪ Stakeholder rights should be respected even if not protected by explicit contracts. 

▪ US: Business Roundtable (BRT, 2019) - firms should create benefit for all stakeholders - 
shareholders, customers, workers, communities, and suppliers. 

▪ Corporate law should be revised to encourage firms to operate more socially responsibly.

▪ Critics question whether managers have incentives to protect stakeholders
▪ Promises and claims to considering other stakeholders are difficult to measure and quantify.



▪ Stakeholderism may have a particular resonance in the mainstream banking industry. 

▪ GFC etc. cast doubt on shareholder model of banking

▪ Banks operate with a heterogeneous group of stakeholders including but not limited to: 

▪ Depositors

▪ Debtholders

▪ Shareholders

▪ Managers

▪ Employees

▪ Regulators

▪ Competitors

▪ Household, SMEs, corporate and sovereign borrowers

Introduction



Introduction

In contrast to industrial firms, banks operate with:

▪ high leverage

▪ rapidly changing risk

▪ inherent opacity and complexity

▪ dispersed ownership and severe agency problems 

▪ that limit internal (board monitoring) and external control mechanisms 

▪ Management faces unique challenges in aligning stakeholder interests 



Introduction

▪ We investigate the impact of stakeholder orientation on the FRQ of banks. 

▪ FRQ can be regarded as the extent to which accounting information conveys relevant, 
accurate, complete and objective representation of a firm’s financial position.

▪ High-quality financial reporting reduces information asymmetries between insiders and 
outsiders 

▪ FRQ refers to the extent to which outside stakeholders (including depositors, 
shareholders, borrowers, debtholders, rivals, policymakers, counterparties, analysts, 
researchers) are supplied with reliable information on banks’ financial position.

▪ Prior evidence suggests that banks operate with inherently opaque balance sheets and 
engage in earnings management.



Stakeholderism and FRQ

▪ The likely impact of stakeholder orientation on FRQ is unclear.

▪ Stakeholder orientation is likely to improve the quality of accounting disclosures if 

managers embracing stakeholder policies are less likely to maximise profits and manage 

earnings in order to meet short term shareholder expectations 

▪ A shift toward stakeholder orientation provides managers with discretion to adopt a 

longer-term planning horizon as a means of serving stakeholder interests 

▪ Prior evidence suggests that firms pursuing long-term strategies engage in less earnings 

management practices 

▪ BUT stakeholder orientation may reduce FRQ if it is used as a tool to disguise:

▪ Managerial entrenchment; malfeasance; true underlying firm performance; or facilitate a 

transfer of wealth toward management, to the detriment of other stakeholders



Stakeholderism in the United States

▪ Introduction of CS (commenced in 1984 in Ohio) in part response to an increasing number of 
hostile takeovers

▪ However, the relevance goes beyond takeover activity. 

▪ CS extend the scope of fiduciary duties to allow managers to consider the interests of a 
broader group of stakeholders 

▪ The majority of CS classify employees and customers as stakeholder groups. 

▪ Suppliers, creditors, local community, society, and the environment are also often listed. 

▪ As of 2020, 35 US states had implemented CS.



Stakeholderism in the United States



Prior Evidence 

▪ Literature (next slide) investigates impact of stakeholder approach on firm outcomes 
(financial performance, innovation, environmental strategy, and organizational structure).

▪ Stakeholder-oriented (non-financial) firms are better able to pursue proactive 
environmental strategies, hold directors more accountable, maintain organizational 
reputation and achieve superior financial performance and innovative capabilities.

▪ We aim to extend this evidence by examining the implications of stakeholderism for 
banks,  which have been generally neglected in this literature. 

▪ Importance: Given the scale, scope, and significance of the financial services industry in
providing liquidity and capital for households, SMEs, and corporates.

▪ Stakeholderism has resonance in the banking industry given that banks operate with a 
more heterogeneous group of stakeholders



Prior evidence for non-financials

▪ Prior literature posits that CS represent a meaningful deviation from the dominant 
shareholder-centric view of managing firms (Orts, 1992; Stout, 2012). 

▪ Moreover, prior evidence suggests that stakeholder orientation is an important 
determinant of non-financial:

▪ firm value (Cremers et al, 2019)

▪ innovation (Flammer and Kacperczyk, 2016)

▪ cost of debt (Gao et al., 2020)

▪ stock price crash risk (Li and Zhang, 2019)

▪ cash holdings (Chowdury et al., 2021)

▪ earnings management and accounting conservatism (Radhakrishnan et al., 2018; Ni, 
2020)

▪ payout policy (Ni et al., 2020). 

▪ Banking - limited evidence suggests that the adoption of stakeholder CS reduced bank 
risk taking and dividends (Leung et al., 2019; Chronopoulos et al., 2023).



Challenges

▪ An investigation of the link between stakeholder orientation and financial reporting quality is 
complicated by endogeneity concerns. 

▪ Empirical relationships between stakeholder orientation and financial reporting quality is 
likely to be spurious if other unobserved factors (such as culture, strategy, managerial risk 
attitudes, reputation and future profitability) influence both bank governance and financial 
reporting quality. 

▪ The validity of such an analysis could also be threatened by possible reverse causality. 

▪ Banks with more transparent financial reporting practices are more likely to attract new 
employees that are more conscious of environmental, social and governance issues. 

▪ Measuring stakeholder orientation is far from straightforward leading much of the salient literature 
relying on a variety of subjective metrics or questionable measurement scales.



Data

▪ Sample period: 1980-2010

▪ Reports on Condition and Income (Call Reports) from Federal Reserve Bank, Chicago

▪ State of incorporation data from National Information Center

▪ Discard banks with missing total assets and negative total equity values

▪ Drop banks located outside mainland US territories

▪ Omit S & Ls, GSEs, cooperative banks and credit unions

▪ 74,643 bank-year observations belonging to 3,014 unique commercial banks

▪ State-level macro data: US BEA, Labor Statistics and Federal Housing Finance Agency



Enactment of CS and Bank Observations



Methodology
▪ The deviation of loan loss provisions policy from that associated with bank characteristics, loan portfolio and 

economic cycle ➔ an indicator of FRQ (Kanagaretnam et al., 2010; Beatty and Liao, 2014). 

▪ First-stage regression model to isolate the discretionary part of total provisions ➔

▪ Second-stage DiD model to assess the impact of stakeholder orientation on bank FRQ ➔

▪ Bank fixed effects and region-by-year fixed effects

▪ Bank-level covariates (Size, Solvency, Liquidity, Payout, Loan Growth, Deposit Growth, Loss)



Variable Definitions and Summary Statistics



Main Results

• Current and past ∆𝑁𝑃𝐿 terms enter the
regression positively and significantly

• Banks consider current and prior loan
portfolio quality as key inputs to
provisioning decisions



Main Results
Baseline (DLLP) – col (1)

▪ Affected banks improve FRQ relative to 

unaffected counterparts.

Extensions (+ve and –ve DLLP – col (2&3)

▪ Banks can under-provision by recording 

negative 𝐷𝐿𝐿𝑃 (negative residuals) to 

inflate earnings 

▪ Banks can over-provision by recording 

higher 𝐷𝐿𝐿𝑃 (positive residuals)

▪ We employ absolute values of signed 

residuals, 𝐷𝐿𝐿𝑃_𝑀𝑖𝑛𝑢𝑠 and 𝐷𝐿𝐿𝑃_𝑃𝑙𝑢𝑠, as 

dependent variables in column (2) and (3).

▪ Stakeholder orientation reduces both

types of discretionary loan loss

provisioning.



Alternative FRQ Proxies

We consider different dimensions and 
facets of the bank reporting reliability, 
including:

• timing of provisioning policy

• earnings-based measures

• securities-based proxies

• asset opacity

• Results of all measures suggest 
that the enactment of CS improves 
accounting quality



Internal Validity of Empirical Design

• 𝐶𝑜𝑙 1 𝐶𝑆 replaced with 𝐶𝑆(−3), 𝐶𝑆(−2), 𝐶𝑆(−1), 
𝐶𝑆(0), 𝐶𝑆(1), 𝐶𝑆(2+), which capture: three, two, and one 

year before treatment; exact treatment year; one and two 

(or more) years after the treatment respectively

• (Col 2) retain enactment dates, but randomize the 

enactment status across states - 𝑃𝑙𝑎𝑐𝑒𝑏𝑜 𝐶𝑆
• (Col 3) retain enactment status across states, but reshuffle 

enactment years - 𝑃𝑙𝑎𝑐𝑒𝑏𝑜 𝐶𝑆.

• (Col 4) baseline model but based on a PSM sample

• (Col 5) tests whether pre-enactment DLLPs somehow led 

to CS adoption 



Robustness Checks



Stakeholder Groups: Internal vs. External Stakeholders

▪ In order to capture any underlying mechanisms driving the link between
stakeholder orientation and bank reporting quality, we examine relationships
between banks and specific groups of stakeholders.

▪ This allows us to uncover the interactions (if any) between different stakeholder
groups in facilitating the impact of stakeholder orientation on FRQ.

▪ Stakeholders comprise:

▪ Employees

▪ Depositors

▪ Tax authorities

▪ Regulators



Stakeholder Groups: Internal vs. External Stakeholders

Employees 

▪ If managed opportunistically, banks may avoid recording declining earnings by 
adjusting labour costs.

▪ Employee orientation and intra-organizational trust can be translated into better 
accruals quality and fewer financial restatements

▪ Intuition: We expect that banks enjoying better relationships with employees have 
less scope to improve financial reporting quality following the enactment of CS.

▪ Approach: To analyse the role of employees in augmenting (or moderating) the 
interaction between stakeholderism and bank reporting, we interact CS with a binary 
variable, Employee Salaries. 

▪ Equals 1 - if the ratio of salaries and employee benefits to the number of 
employees is larger than median value among other banks located in the same 
state, otherwise 0



Stakeholder Groups: Internal vs. External Stakeholders
Depositors 

▪ Depositors contribute to market discipline

▪ McIntyre and Zhang (2020) banks making discretionary reporting choices - likely to face deposit outflows.

▪ Banks managed with a stakeholder orientation are expected to refrain from misleading financial reporting

▪ Intuition: Following the enactment of CS - improvements in FRQ are likely to be more limited for banks 
already subject to intense depositor scrutiny

▪ Approach: 𝑈𝑛𝑖𝑛𝑠𝑢𝑟𝑒𝑑 𝐷𝑒𝑝𝑜𝑠𝑖𝑡𝑠 = 1 for banks with higher than sample median uninsured deposits to 
total deposits ratio, and zero otherwise. 
▪ we interact this indicator with the treatment term CS. 

▪ We predict a positive coefficient attached to the interaction term lessening the previously 
documented negative impact of 𝐶𝑆 on 𝐷𝐿𝐿𝑃
▪ it limits the ameliorating effect of stakeholder orientation on reporting quality.



Stakeholder Groups: Internal vs. External Stakeholders

Tax Regulators 

▪ Aggressive tax planning behaviour to benefit shareholders is considered unethical and detrimental 
to stakeholders 

▪ Tax aggressiveness coincides with profound information asymmetries, lowers corporate 
transparency and generates litigation and reputation risks

▪ Reporting requirements imposing enhanced transparency deter banks from engaging in aggressive 
tax management incentives 

▪ Intuition: Following the enactment of CS - improvements in FRQ are likely to be more limited for 
banks with weaker tax avoidance inclinations and that are subject to scrutiny by tax regulators.

▪ Approach: Construct Effective Tax Rate = 1 if ratio of total tax expenses to pre-tax income exceeds 
the sample median value, and 0 otherwise. 

▪ we interact this indicator with the treatment term CS. 



Stakeholder Groups: Internal vs. External Stakeholders

Bank Supervisors  

▪ High quality financial reporting helps supervisors to assess bank risk and health in a timely fashion.

▪ Banks can pursue earnings management to avoid disciplinary actions.

▪ Stricter regulators can reduce the incentives for discretionary provisioning

▪ BUT  banks enjoy preferential treatment via political representation, which reduces supervisory 
effectiveness 

▪ Intuition: political representation, limits the role of supervision in impact of stakeholderism on FRQ.

▪ Approach: Create 𝑆𝑢𝑝𝑒𝑟𝑣𝑖𝑠𝑜𝑟𝑦 𝐴𝑡𝑡𝑒𝑛𝑡𝑖𝑜𝑛 = 1, for banks with located in a state sending at least one member 
to banking committee, and zero otherwise. 

▪ we interact this indicator with the treatment term CS. 



• 𝐸𝑚𝑝𝑙𝑜𝑦𝑒𝑒 𝑆𝑎𝑙𝑎𝑟𝑖𝑒𝑠 x CS: Impact of stakeholder
orientation on FRQ is moderated for banks that
already treating employees well.

• Uninsured Deposits x CS: Impact of stakeholder
orientation on FRQ is moderated for banks facing
more intense higher depositor scrutiny.

• Taxes and supervisory attention do not appear to
play a significant role in moderating the relation
between CS and FRQ.

Stakeholder Groups: Internal vs. External Stakeholders



Summary

▪ Inadequate reporting practices allow bank managers to hide risk exposures, avoid 
supervisory oversight and engage in opportunistic earnings management

▪ There is a paucity evidence regarding importance of bank objectives on FRQ

▪ Extending fiduciary duties to stakeholders improves FRQ (reduced DLLP) 

▪ Robust results in the face of alternative FRQ measures and additional tests

▪ Internal stakeholders are more influential in influencing reporting practices

▪ A more stakeholder orientated management style leads to improvements in FRQ



Contributions to Existing Literature

Determinants and consequences of bank FRQ

▪ Competition (Tomy, 2019); deposit funding (Jiang et al., 2022); loan supply (Zheng, 2020); financial 
safety nets (Fan et al., 2020); financial literacy (Jin et al., 2021); and bank health (Bushman and 
Williams, 2015)

Impact of CS on (non-financial firms’) organizational level outcomes

▪ Liquid asset holdings (Chowdhury et al., 2021); tax avoidance (Chen et al., 2022); innovation (Flammer 
and Kacperczyk, 2016); cost of debt (Gao et al., 2021)

Impact of CS on bank outcomes

▪ Evidence for banks: higher financial stability (Leung et al., 2019); lower payout ratio (Chronopoulos et al, 
2022)

Balancing stakeholder interests

▪ Trade-offs associated with managing stakeholder relations (internal vs. external stakeholders) (Mitchell 
et al., 1997; Reynolds et al., 2006; Neville et al., 2011)



What have we learned overall?

▪ We contribute to ongoing debates contrasting shareholder maximization and stakeholder 
orientation. 

▪ Especially regarding the impact of the stakeholder approach on firm outcomes including 
financial performance, innovation, environmental strategy, and organizational structure. 

▪ We extend this evidence by examining the implications of stakeholderism for banks’ FRQ.

▪ Also examine how interactions with specific stakeholders (employees, depositors, 
supervisors, tax authorities) impact the relation between CS and FRQ



Stakeholder Groups
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