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Summary C

RBF

= 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.

= QOtherindicators 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.
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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
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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.
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Introduction CRBF

= 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 shiftin 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)
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Introduction CRBF

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.
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Introduction CRBF

= 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
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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 alighing stakeholder interests
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Introduction CRBF

= 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.

University of
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Stakeholderism and FRQ CRBE

= 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
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Stakeholderism in the United States CRBF

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.

University of
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Stakeholderism in the United States CRBF

Date of Enaciment

W 1980 - 1985)
B 9es- 1989

L1990 - 1999)
(2000 - 2C10]
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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
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Prior evidence for non-financials CRBF

= 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).

University of
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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.
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Data CRBF
= 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 unigue commercial banks

= State-level macro data: US BEA, Labor Statistics and Federal Housing Finance Agency
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Enactment of CS and Bank Observations CRBE

State Mame Enactnent ¥ ear Tﬂmlcﬂﬂlank—;;irlsgf 'I_reate-:l I(:_:-Cﬁ_m:nber -::-;E'T:E.E:ated
Ok 1984 1,725 Lt
Ilimoas 1985 S 184 250
Ihiaine 1985 115 =5
Indiana 19385 1,495 SR
MAissomrrs 19385 4 534 185
Arimona 1987 a8 Q
Mirmmesota 1987 5. 765 223
MNew hllestico 1287 522 26
MNew Y ork 1987 1,02 43
AL BT TSI 1987 3 408 131
Cormmecticut 12988 782 =
Idahao 1923 157 Q
F emtuackoy 12988 2459 a9
I owmisiana 1988 1. 851 74
Tennssses 1988 1,936 82
ASirsinia 12988 237 41
Florida 198% 2346 A0
Georzsia 1989 2291 T
Hawanl 198% 24 3
Towa 198o S 046 227
Maszachusetis 1989 159 a
INew Jersewy 1985 202 1s
Chreson 1989 224 11
IMiis=is=rppd 190 1,322 a1
Pemm=vlvania 1950 1,267 S50
Fhode Islared 1950 41 3
Sowrtty Draloota 190 Sula 34
AT ormine 1950 403 2
MNevada 1291 A2 3
Morth Carolina 193 247 1a
MNorth Dyakoota 1993 1.56% 58

T ermn ot 12998 101 4
hdaryland 1950 438 2
Texas 20005 4 591 177
MNebraslka 2007 3340 123
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Methodology CRBE

= 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 =
LLP;y: = vo + V1ANPLjery T V2 ANPLy + YaANPLy g + VaSizeg g
+ ysALoans;, + ysGrowth;, + y-HP,, + ysAUnemployment,, (1)
+ y7 ALWy g + ¥eC0ye + &ie

= Second-stage DiD model to assess the impact of stakeholder orientation on bank FRQ =
DLLPE.-.?}': — JECS.?!' + m‘i:isrt + f: + '51'1' + Eirse (2}

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

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

University of
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Variable Definitions and Summary Statistics CRBFE

[ariahle Definition
Panel A: Variables Uzed in the Main Analvsis
DLLP The abzolute value of the discretionary portion of loan loss provisions (x100) (residuals
attached to Equation (17)
DLLP Mimus The absolute value of the negative discretionary portion of loan loss provizions (x1007)

(positive residuals zttached to Equation (1))
The sbzolute value of the positive discretionary portion of loan loss provisions (x1007)

DLLF Plus {negative reziduals attached to Equation (1))
An indicator v.ariable taluu.c_ the value of one a._ﬂer the zdoption of mnsutum statutes
cs for the banks ncorporated in the US states with a prevalent statute during the sample Variables Ohservations Mean Std. Dev. Iiedian B5 POs
s Fhe nstua! ogarthon of il st
ize 7 3 165 1475 5 37
The natural logarithm of z-score which is calculated as the sum of equity-to-assets ratio DLLP 14,643 0.2652 03425 0.1363 0.0137 0.8938
Solvency xsdﬁnsyartmj._niomme-to-assets ratic normalized by the standard deviation of net meome-to- D]..LP_I".-[ 40,243 0.2301 02681 0.1530 00144 0.8082
Liguidity The ratio of cash and balances to total azsets —_ - -
Payouts The ratio of dividends to tota equity DLLP Plus 34,400 0.2758 0.3303 01613 0.0130 1.0083
Loan Growth Amnmual growth rate of total loans . - - - - -
Deposit Growth ~ Armmal growth rate of total depasits Size 74,643 11.1207 1.1819 11.0086 941349 132337
Loss An indicator varizble talang the value of one for the banks recording negative net mcome _ _
balances, otherwise assuming the value of zero Solvency 74,643 4.0601 1.0511 41061 22029 3.7384
Panel B: Variables Used to Construct Discretionary Loan Loss Provisions
ANPL The change i non-performing loans divided by the lagged total loans Liqudity 74,643 0.0606 0.0481 0.0471 0.0197 01308
Al pans The change m total loans divided by the lagged total loans :
Growth The change in state-level income per capita over the year Payouts 74,643 0.0538 0.0568 0.0376 0.0000 0.1689
HP The return on state-level house price index over the vear ; ) ) ) ) )
AUnemployment  The chenge in unemployment rate over the year Loan Growth 74,643 00211 0.12403 00704 -0.1004 0.2817
ALW The loan loss allowances divided by the total loans ; ) ) ) . )
co The charge-offs divided by the total loans ; 7 2 5 5% _ = 55
Panel C: Variables Used for Alternative Financial Reporting Quality Dimensions Deposit Growth 14,643 0.0708 0.1083 0.0333 0.0558 -2301
An indicator variable taking the value of one if the differential adjusted B.- d val T 2 5 ¥
DELR of Equ:tinn Eijn?releaﬁre tgﬂ- tha'; ulfleE.quz?iEon (3 w}::crh 15 &s’l:im] ated mgu?r;-ql‘:artemm Loss 74.643 0.0470 0.2116 0.0000 0.0000 0.0000

rollmg window period) 15 lower than or equal to medizn value for bank § in vear t,
otherwize assuming the value of zero

An indicator variable taking the value of one for the banlks reporting the change in mcome
SPEC before taes nommalized by total assets (from year t-1 to year €) staying between () and
0.001, otherwize assuming the value of zero

The zbaolute value of the discretionary portion of realized gains and losses on available-

DRGLS for-sele securities (x100) (residuals attached to Equation (6))
B.eal Estate The ratio of real estate owned to total loans
Asset The ratio of opague aszetz (premises and fixed assets, investments in unconzolidated
Opague Assets subsidiaries, intangible aszets and other assets) to total loans
EEBT The ratio of meome before taxes to total azsets (Equation (3))
EETLLP The ratio of mmcome befors taxes and provizions to total assets (Equation (3))

University of
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LLP;, = ¥o + V1ANPLy oy + Y2 ANPLy, + ¥3ANFPLy 3 + VaSizege 4
+ ysALoans;, + yeGrowth;, + y-HP;, + ysAUnemplovment,, (13
+ ¥y ALW ey + ¥aCO0qhe + Sine

(1

LLP, * Current and past ANPL terms enter the
NP JEEEEL regression positively and significantly
e (oo112) * Banks consider current and prior loan
z:l“ (00045) portfolio quality as key inputs to
oo provisioning decisions
ALoans, (0.0033)
— oo
= ©0016)
AUnemployment, (_.;}_ gg:f)
v oz
Yy
cs, pryces
Observations T4, 804
Interaction Terms (CS x Controls) Yes
R-squared 0.707

University of
www.st-andrews.ac.uk s




Main Results

DLLPE.;?N = ﬁcsst + qﬂXi'srt + .fl: + 5:,,1. + Eirst (2}
(1) (2) (3)
DLLP DLLP Minus DLLP Plus
C5 -0.0356%** -0.0372%%* -0.0414%*
(0.0143) (0.0132) (0.0169)
Size 0.0045 -0.0092 0.0162
(0.0067) (0.0057) (0.0087)
Solvency -0.0551 %** -0.0444%** -0.0517%%*
(0.0023) (0.0033) (0.0021)
Liquadity 0.0854 0.1075% 0.0495
(0.0601) (0.0578) (0.0715)
Payouts -0.1456%%* -(0.1237%%# -0.1759%%*
(0.0308) (0.0335) (0.0409)
Loan Growth 0.0796%** 0.0074%** 0.0214
(0.0201) (0.0207) (0.0365)
Deposit Growth 0.1162%** 0.1077%** 0.0950%*=*
(0.0189) (0.0243) (0.0295)
Loss 0.3501%%* 0.0869%** 0.4013%%*
(0.0127) (0.0158) (0.0106)
Observations 74643 40,155 34366
Controls Yes Yes Yes
Bank FE Yes Yes Yes
Region x Year FE Yes Yes Yes
Adj. R-Squared 0281 0245 0359

www.st-andrews.ac.uk
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CRBF
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 sighed
residuals, DLLP _Minus and DLLP Plus, as
dependent variables in column (2) and (3).

=  Stakeholder orientation reduces both
types of discretionary loan loss
provisioning.

University of
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Alternative FRQ Proxies

i1} (2} (3] ) (3) (6}
DELE SPEC EEBT... DEREGSEL Eeal Estate Cpaoue
Azmpts
cs -0.0148* 00095 *= -0.0018% 004 3** -0.0013* 3005 GF==
{00077 (0.0045) (0.0008) {00021 {00007 (0.00135)
CS x EBTLLP 0.08547==
x ' (0.0211)
(3a0g*=*
Oheervations 63,387 67,336 12215 44 010 74,643 74,643
Controls Yes Tes Yes Tes Tes Yes
Bank FE Tes Tes Yes Tes Tes Yes
Fegion x Year FE = ey es Tes Tes Wes
Ady. B-Squared 3.010 0057 0480 0.391 0347 0486

ranel L variaples uvsed 1or Alternanve rimancial Kepormnng Quality Dmensions

DELR

SPEC

DRGLS
Real Estate
Opaque Assets

EBT
EBTLLP

An indicator variable taking the value of one if the differential adjusted R-squared values
of Equation (4) (relative to that of Equation (3) which is estimated over 12-quarters
rolling window period) is lower than or equal to median value for bank i in vear t,
otherwise assuming the value of zero
An indicator variable taking the value of one for the banks reporting the change in income
before taxes normalized by total assets (from year t-1 to vear t) staying between 0 and

0.001. otherwise assuming the value of zero

The absolute value of the discretionary portion of realized gains and losses on available-
for-sale securities (x100) (residuals attached to Equation (6))

The ratio of real estate owned to total loans

The ratio of opaque assets (premises and fixed assets. investments in unconsolidated

subsidiaries, intangible assets and other assets) to total loans

The ratio of income before taxes to total assets (Equation (5))
The ratio of income before taxes and provisions to total assets (Equation (5))

www.st-andrews.ac.uk
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CRBF

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

University of
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Internal Validity of Empirical Design

(1 2

(3)

4

(5)

DLLP DLLP DLLP DLLP CS(0)

CS(-3) -0.0031

(0.0139)
CS(-2) -0.0118

(0.0185)
Cs(-1) -0.0219

(0.0154)
Cs(0) -0.0538%=*

(0.0174)
Cs(1) D047 7HE*

(0.0159)
Cs(2+) -0.0456%*

(0.0193)
Placebo CS 0.0132 -0.0020

(0.0142) (0.0155)
CS —0.04gTRER
(0.0178)
State-Average DLLP -0 6837
(0.7022)

Observations 74,643 74,643 74,643 31,755 334
Estimation Method OLs OLs OLS 0OLS Probit
Estimation Sample All All All ESM Pre-Treatment
Estimation Level Bank Bank Bank Bank State
Controls Yes Yes Yes Tes Yes
Bank FE Yes Yes Yes Yes No
Region x Year FE Yes Yes Yes Yes No
Adj. R-Squared 0.281 0.281 0.280 0279
Pseudo R-Squared 0.018

www.st-andrews.ac.uk
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CRBF

(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

University of
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Robustness Checks CRBF

(1) (1)
DLLP DLLP
Coefficient Obs. Coefficient Obs.
(1) Only year FE 0.0304%* 74 643 , N o
(16) Excluding C5 fransition years 0.0383%* 12,718
(2) Drvision-by-vear FE A 0300+ 13,367 . .
) (17) Controlling for enactment of other antitakeover statutes 00379+ 74 643
(3) Standard errors chustered at bank-level A0.030g%+* 74,643 .
(18) Controllmg for enactment of UD laws L.030g%+* 74 643
{4) Two-way clustered standard emrors 0.0395%* 74 643
(19) Controllmg for Nmth Circwt banks .03G5%+* 74 643
(3) Sample period 1980-2000 0.0345%** 48578 .
{207 Controlling for [DD court cases 0307+ 74 643
(6) Sample period 1980-2006 A0.0325%* 63,680 . .
(21) Controlling for depositor preference laws LI 74,643
{7) Non-winsonized data .0477%** 74 643
(22) Controlling for economic policy uncertamty -0.0384* BTN
(8) Lagged covarates 0.0371%* 74.530
(23) Excluding publicly traded banks 00350+ 74 436
{9) Excluding covanates 0.0432%* 74 643
(24) Excluding banks below 5300 million asset size threshold 0.0408%** 70,442
{10) Inchuding Lagged LLP as control variable A0.0354%** 74 643
(25) Borusyzk et al. (2021) DiD estimator 0.0621%*+* 41,831
{11) Only banks with 13 years-long observations -0.0303%+* 72329
{26) Chen et al. (2018) comection for two-step methodology 01521%+ 74 643
(12) Excluding Delaware banks A.03G5%** 74207
(13) Excluding lobbying states .0457%*+* 63,899
(14) Excluding states providing opt-in and opt-cut clanses 0 (473 69,920
(15) Enactment dates lizted in Barzuza (2009) A0.0324%* 74 643

University of
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Stakeholder Groups: Internal vs. External Stakeholders

= |[n 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

University of
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Stakeholder Groups: Internal vs. External Stakeholders CRBF

Employees

= |f 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

= |ntuition: 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

University of
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Stakeholder Groups: Internal vs. External Stakeholders CRBF

Depositors

Depositors contribute to market discipline
Mclntyre 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.

University of
www.st-andrews.ac.uk s




CENTRE FOR
RESPONSIBLE \
BANKING & FINANCE

Stakeholder Groups: Internal vs. External Stakeholders CRBF

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.

& University of
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Stakeholder Groups: Internal vs. External Stakeholders CRBF

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.
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Stakeholder Groups: Internal vs. External Stakeholders CRBF

) @ (3 4
DLLP DLLP DLLP DLLP  Employee Salaries x CS: Impact of stakeholder
Cs 0.0526%*= 0.0503%*= 0.0451%#= 0.0420%* . . .
(0.0139) (0.0113) (0.0163) (0.0158) orientation on FRQ is moderated for banks that
Employee Salanes x C5 0.0263* :
00151) already treating employees well.
Emploves Salan 0.0164* . .
ployee Salaries 0009) e Uninsured Deposits x CS: Impact of stakeholder
Uninsured Deposits x 3 EE{?ED%} orientation on FRQ is moderated for banks facing
Uninsured Depasits 00176+ more intense higher depositor scrutiny.
(0.0066)
Effective Tax Rate x C3 0.0023 * Taxes and supervisory attention do not appear to
(0.0083) . . g . . .
Effactive Tax Rate 00084 play a significant role in moderating the relation
| | (0.005) between CS and FRQ.
Supervisory Aftention x C3 0.0063
(0.0131)
Supervizory Attention -1.0061
(0.0131)
Observations 74603 74643 70,758 71643
Confrols ez e e Tes
Bank FE ez e e Tes
Pegion x Year FE Yes Tes Tes Yes
Ady. B-Squared 0.281 0281 0.217 0.281
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Summary CRBF

= |nadequate 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
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Contributions to Existing Literature CRBF

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)
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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

University of
www.st-andrews.ac.uk s



Stakeholder Groups
(1) (2)
DLLP DLLP
C3 00447 004555
(0.0138) (0.0138)
Branch Network x C3 0.0245%
(0.0127)
Branch Network -0.0004
(0.0081)
Branch County Network x C3 0.0354%
(0.0159)
Branch County Network -0.0243*
(0.0127)
Obzarvations 74,643 74 643
Confrols Ves Yes
Bank FE Ve Yes
Begion x Year FE Ve Yes
Adj. B-Squared 0.281 0281
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