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Boards are often blamed for problems…

- Enron, Worldcom, Tyco, Global Crossing, Qwest, and others.

- Proposed Shareholder Bill of Rights (Cantwell and Schumer, 2009, Section 
2) : “…among the central causes of the financial and economic crisis that 
the United States faces today has been a widespread failure of corporate 
governance”

- OECD steering group on corporate governance (Kirkpatrick, 2009): “The 
financial crisis can be to an important extent attributed to failures and 
weaknesses in corporate governance arrangements.”



…despite the fact that regulations already “fixed” them 

- Majority of independent directors (exchange listing requirement)

- Independent audit committee (SOX) of at least three members 
(exchange), of which one is a financial expert (SOX)

- Independent nominating/corporate governance committees (exchange)

- Independent compensation committee (exchange)



Questions
• How is board structure related to what boards actually do?

• How important is delegation (to committees)?

• Is more delegation (to committees) necessarily better?

• Is more delegation to independent directors necessarily better?



Some tentative answers
• How is board structure related to what boards actually do?

- We don’t really know. Our paper tries to construct more precise measures 
of board activity.

• How important is delegation (to committees)?

- Very. We estimate almost 50% of board activity takes place in committees 
post-SOX.

• Is more delegation (to committees) necessarily better?

- Our intuition-and the data-suggest not.

• Is more delegation to independent directors necessarily better?

- Our intuition-and the data-suggest not.

-



A visual history of boards 1996-2010
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Total Annual Meetings by Function



Committee Focus (Board Average)



Independent Director Activity



Inside Director Activity



Affiliated Director Activity



Observations

• Boards are working harder over time

• Boards are working differently over time

- More delegation

- More monitoring

- Insiders are becoming less involved

• No economically significant differences in standard board structure 
variables over time



Measuring board activity



Data Overview
• Board and committee-level data (BoardEx, RiskMetrics, and “hand” 

collected)

- Directorial appointments

- Committees and their composition

- Meetings held by the board and each committee

- 35,000 firm-year observations, 150,000 board/committee-firm-year 
observations

• Firm-level data 

- Financials (Compustat)

- Stock returns (CRSP)

- Acquisitions (SDC)

- CEO Turnover (Execucomp)



Problems with Riskmetrics

• Riskmetrics does not collect all committees (only Audit, Compensation, 
Governance, Nominating)

- Sometimes makes wrong choices because committee names are not 
standardized in proxies

- Example: For United Airlines, Riskmetrics reports the Outside Public 
Director Nomination Committee but NOT the Independent Director 
Nomination Committee

• Riskmetrics inflates committee numbers 

- Example: Briggs and Stratton’s Nominating, Compensation and 
Governance committee reported as separate Nominating committee, 
Compensation committee and Governance committee



Sample



Grammatical parsing example

The audit committee met 4 times over the last fiscal year.

ROOT

NSUBJ

NNDET

DOBJ PREP_OVER

NUM AMOD AMOD

Five meetings were held by the compensation committee last year.

ROOT

AUXPASS

NUM

NSUBJPASS TMODAGENT

NN AMOD



Grammatical parsing example

The audit committee met 4 times over the last fiscal year.

ROOT

NSUBJ

NN

DOBJ

NUM

Five meetings were held by the compensation committee last year.

ROOT

NUM

NSUBJPASS AGENT

NN



Grammar parsing example

The Audit Committee of the Board of Directors, which is currently comprised 
of Brenda J. Furlong, Collin J. D’Silva and Richard A. Packer, each of whom 
satisfy the applicable independence requirements of the SEC rules and 
regulations and NASDAQ Marketplace Rules, met six times during the 2008 
fiscal year. 



Pfizer Inc. (PFE) “Activity”
Entity Size # of meetings Activity
Committee activity:

Monitoring activity: -
Audit committee 4 14 56
Compensation committee 4 15 60
Corporate Governance committee 4 8 32
Total monitoring activity 148

Strategy activity:
Science & Technology committee 6 2 12
Executive committee 3 0 0
Total strategy activity 12

Stakeholder activity:
N/A - - -
Total stakeholder activity 0

Total committee activity 160

Board activity:
Board of directors 14 11 154

Total activity (committee + board) 314
Fraction Committee activity (committee/total) 0.51



Board- and committee-level measures

• Activity:

- Board activity and committee activity by type of function: monitoring, 
strategy, stakeholder

• Delegation:

- Committee focus: board-level average of directors’ percent activity in 
committees 

- Independent committee focus: board-level average of directors’ percent 
activity in fully independent committees 



Descriptive Statistics



An Analysis of Delegation in Corporate Boards



SOX, Board, Committee, and Director Activity



SOX and Delegation



Performance and activity

• We interact activity with committee focus to examine the role of 
delegation on firm performance

• Standard errors are clustered by firm



Firm Value: Committee Focus and Board Effectiveness
(OLS Specifications)`

Dependent Variable: Log Tobin’s q



Performance and activity

• Clear endogeneity problems

- Firm performance and board activity are determined simultaneously

• Instrumental variables approach

- We instrument activity using directors’ past activity history at other 
firms in the sample

- Reduces sample to 87% of full observations

- Plausibly correlated with board activity

- Plausibly satisfies exclusion restriction after controlling for firm fixed 
effects and other controls



Instrument Construction

2005 2006 2007 2008 2009 2010

Firm C

Firm B

Firm A

Each horizontal bar represents a director of firm. 



Instrument Construction

2005 2006 2007 2008 2009 2010

Firm C

Firm B

Director 1

Director 2

N/A
Firm A

N/A

Instrumentation of Firm A activity in 2010:
First, identify directors of that firm in the fiscal year.



Instrument Construction

2005 2006 2007 2008 2009 2010

Director 2

N/A

N/A

N/A

Firm C

N/A

Director 1

N/A
Firm B

N/A

Director 1

Director 2

N/A
Firm A

N/A

Instrumentation of Firm A activity in 2010:
Identify the board experience outside firm A for these directors.



Instrument Construction

Instrumentation of Firm A activity in 2010:
For each director with outside board experience, compute the average prior other board activity.

2005 2006 2007 2008 2009 2010

N/A

N/A

N/A

Firm C

N/A

N/A
Firm B

N/A

Director 1

Director 2

N/A
Firm A

N/A

10 15 8 Director 1 Average: 11 meetings

Director 2 Average: 6.5 meetings

4 9 N/A



Instrument Construction

Instrumentation of Firm A activity in 2010:
The instrument is the average of the directors average prior other board experience. 

For firm A in 2010, this is 8.75 meetings per year.

2005 2006 2007 2008 2009 2010

N/A

N/A

N/A

Firm C

N/A

N/A
Firm B

N/A

Director 1

Director 2

N/A
Firm A

N/A

10 15 8 Director 1 Average: 11 meetings

Director 2 Average: 6.5 meetings

4 9 N/A



Firm Value: Committee Focus and Board Effectiveness
(IV Specifications)

Dependent Variable: Log Tobin’s q



Delegation and Board Behavior



Delegation and Board Behavior

• If delegation reduces board effectiveness in general, then we should observe 
the effects of delegation around specific board decisions

- Acquisitions

- CEO turnover

• Effects should be seen in board activity and market returns



Acquisitions: Delegation and Board Meetings
Dependent Variable: Board Meetings



Acquisitions: Delegation and Positive CARs 
Dependent Variable: Positive CAR dummy



CEO Turnover: Delegation and Board Meetings 
Dependent Variable: Board meetings 



Closing thoughts



Conclusion



Closing thoughts

• We don’t know as much as we would like about boards and the relationships 
among board structure, activity, and effectiveness

• The measures of board activity we develop suggest that there may be no easy 
solution to supposed governance failures

- Changing board structures may alter board activity and effectiveness

- These changes may not be value enhancing


