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The Impact of Bankers on the Board on Corporate 
Dividend Policy: Evidence from an Emerging 
Market
Yee-Chy Tseng, Ching-Ping Chang, Ruey-Dang Chang, and  
Hao-Yun Liao

ABSTRACT: This study collects data from Taiwan publicly traded corporations that have 
banker directors between 2003 and 2007, together with a matching sample consisting 
of firms without banker directors. Variables used to construct empirical analyses are from 
the Taiwan Economic Journal (TEJ) database. The results indicate that there is a nega-
tive relationship between the presence of banker directors and the likelihood of dividend 
payment. This study contributes to lacuna in the existing banking literature by providing 
evidence on how banks influence listed corporate dividend policy in emerging markets.

KEY WORDS: banker, board of directors, dividend policy.

Corporate governance has received increasing attention from the business press and 
community, with a strong emphasis on board monitoring and board independence. The 
causes and consequences of different corporate governance systems in place all over the 
world have been the subject of extensive scrutiny in recent years (Gugler 2003).

In Germany and Japan, banks take a more active role in managing financial distress. 
Further, banks can hold equity stakes in nonfinancial firms, making creditor rights in these 
countries relatively strong (Kroszner and Strahan 2001).1 In the United States, regula-
tions restrict the range of financial services that banks can offer and prohibit banks from 
taking equity stakes in nonfinancial firms (Kroszner and Rajan 1997). Banks can take 
equity as part of a debt restructuring or bankruptcy workout plan, but they are required 
to sell their holdings after a specified number of years. In contrast to those countries, 
although banks in Taiwan can own equity stakes in nonfinancial firms, families widely 
control firms (Claessens et al. 2002) and are represented on the board of directors. The 
percentage of firms with bankers on the board in Taiwan is much lower than in Germany, 
Japan, and the United States, and the bank–commerce affiliation is relatively weaker. 
Given the relatively scarce bank capital and loose governance in the Taiwan stock market, 
whether banks can curtail the possibly self-serving behavior of families in such a market 
is questionable (Lin et al. 2009).

An important financial decision that firms’ managers face is the amount and stability 
of dividends. Miller and Modigliani (1961) argued that dividends are irrelevant in a world 
with perfect capital markets. Subsequent research discussed the issue of dividends. The 
finance literature contains several explanations for paying dividends, for example, the 
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bird-in-the-hand explanation, the tax-preference theory, and the agency theory.2, Among 
these, agency theory is one of the dominant explanations. Prior studies have investigated 
the association between dividends and corporate characteristics. For example, Jensen et 
al. (1992) claimed that insider ownership, debt, and dividend policy might relate directly 
through agency and signaling theories. Gugler (2003) found that target dividend levels, 
smoothing dividends, and the reluctance to cut dividends depend on the identity of the 
controlling owner. However, most research focuses on ownership related to dividends. 
Empirical evidence concerning the link between board-appointed bankers and dividends 
is limited. Accordingly, this study attempts to complement these findings with bankers 
on the board.

In East Asia, company ownership is concentrated in the hands of families. Families 
take an active part in management, with marked separation of control and cash-flow rights. 
This corporate governance system is a poorly functioning one because of the weak legal 
protection of small shareholders (La Porta et al. 1999). Therefore, Taiwan presents us 
with unique opportunities to investigate the role of bank directors in a family-dominated 
business environment. That is, studying how banks influence listed companies’ behav-
iors through joining the board in the context of an emerging market should extend our 
understanding of the role of banks for corporate governance in such a market. This study 
analyzes the role of bankers on the board in relation to firms’ financial decisions within 
the context of the debt models of Byrd and Mizruchi (2005) and Kroszner and Strahan 
(2001), to understand the role of banker directors in this situation. This investigation 
conducts further research to continue this line of work, testing the influence of bankers 
on the board upon firms’ dividend policy, as suggested by Byrd and Mizruchi (2005). 
That is, when banks have some capacity to influence managerial decisions and actions, 
they can reduce the likelihood of expropriation by family owners. If bankers on the board 
lead to lower dividends, they can mitigate the principal–principal problem.3 The empiri-
cal results of the study indicate that companies that have banker directors or a greater 
percentage of banker directors tend not to pay dividends. In addition, as the percentage 
of banker directors increases, firms pay fewer dividends.

Literature Review and Hypothesis Development

Bankers on the Board

The effects of bankers on the board on corporate policies have been the focus of several 
theoretical and empirical works in recent years. Firms may gain several benefits by hav-
ing bankers on their board. For example, bankers on the board may provide management 
expertise, especially in the form of financial or investment advice (Lorsch and Maclver 
1989; Mace 1971). In addition, board-appointed bankers may enhance access to capital 
by economizing the cost of monitoring (Fama 1985), which in turn may lower the cost 
of funds (James 1987). Board positions also provide monitoring superiors for loan agree-
ments due to greater information access and the ability to discipline the management 
through compensation or termination (Kroszner and Strahan 2001). The information 
advantage afforded by board positions permits better assessment of a firm’s creditwor-
thiness to facilitate loans from the represented bank (Fama 1985; Kroszner and Strahan 
2001). Finally, bankers on the board may be a form of certification, helping a firm secure 
capital from other bankers, public debt markets, or investors (Byrd and Mizruchi 2005; 
Fama 1985).
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Some studies have considered that having bankers on the board may lead to conflicts 
of interest (Kroszner and Strahan 2001). Unlike other outside directors, a banker on the 
board of a firm has a conflict of interest between the fiduciary duty to a firm’s owners and 
to the bank employer, if the bank is lending to the firm.4 The different payoff structures 
associated with debt and equity lead to divergent interests in how each prefers running 
the firm (Dewatripont and Tirole 1994; Jensen and Meckling 1976). More specifically, 
shareholders generally prefer higher-risk projects than do lenders because shareholders 
can capture the upside benefits of risky ventures but are shielded from large losses. This 
conflict is most intense in firms with very risky investment opportunities and in firms 
falling into financial distress (Kroszner and Strahan 2001).5

Several studies have examined the effect of bank relationships on corporate deci-
sions as well as value. For example, Hoshi et al. (1991) focused on Japanese firms that 
are members of a keiretsu.6 They argued that this close bank relationship can mitigate 
information problems that typically arise when debt and equity are diffusely held, and 
no individual investor has an incentive to monitor the firm. In the case of the United 
States, Booth and Deli (1999) found evidence that nonlending bankers are associated 
with higher levels of bank debt, while no significant relationship exists between lending 
bankers and debt levels. They inferred from these results that nonlending bankers serve 
on the board as expertise providers, while the role of lending bankers is not clear. Byrd 
and Mizruchi (2005) suggested two possible explanations for results regarding lending 
bankers on the board. The first one is that lending bankers may be disabled monitors. 
The second possibility for the results stems from the limitations of a cross-sectional 
analysis. Therefore, they examined the three possible role scenarios for bankers on the 
board: expertise provider, enabled monitor, and disabled monitor. The results suggest 
that nonlending bankers provide expertise and certification for distressed firms while 
exercising a monitoring role for nondistressed firms.

Using data from the Spanish market, Gonzalez (2006) suggested that banks make 
equity investments for both reasons.7 As banks have incentives to replace equity for debt 
if agency costs with shareholders increase, the market views bank equity investment 
concurrent with reductions in bank debt triggered by an increase in these costs. Similarly, 
because banks only have incentives to lend additional debt to firms if they have positive 
information about their future prospects, the market infers that bank equity investment 
concurrent with increases in bank debt are sparked by the banks having insider informa-
tion on a firm’s prospects.

Lin et al. (2009) used detailed information on bank ownership and board composition 
of Chinese listed companies to understand a bank’s decision to own shares of listed com-
panies and the resulting implications for firm performance. They found that companies 
with banks as leading shareholders witness relatively poor operating performance. Their 
further analyses indicated that inefficient investment, resulting from bank ownership, are 
responsible for the disappointing performance. Lai et al. (2008) investigated the motiva-
tions and effects of banks to hold equity and participate on the board of their borrowers 
in Taiwan. Their empirical results reveal that banks are more likely to enter the board of 
the businesses with higher profitability, higher proportions of tangible assets, and higher 
public debt ratio in the whole sample for large firms. The results are consistent with the 
lenders’ conflict of interest hypothesis. They also found that in the subsample of small 
firms, banks tend to be on a smaller board with a higher proportion of liabilities from 
financial institutions, supporting the agency cost hypothesis.
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Overall, banks play an important role in finance by determining the availability and 
cost of credit. In many countries (e.g., Germany and Japan), banks extend their control 
and monitor debtors by directly owning company shares and appointing directors (Lin 
et al. 2009). The existing empirical studies show that the bank relationship has ambigu-
ous effects on corporate decisions and value. Many researchers (e.g., Hoshi et al. 1991) 
agree that bank ownership provides better capital access to and better monitoring for 
companies. But some studies (e.g., Lin et al. 2009) suggest that banks do not exercise 
enough monitoring over their loans.

Dividend Policy

Easterbrook (1984) and Jensen (1986) make an agency theory argument where managers 
pay dividends to reduce the firm’s discretionary free cash flow that could be used to fund 
suboptimal investments that benefit managers but diminish shareholder wealth.

Using Canadian firms where managers own a large amount of voting stock, Eckbo 
and Verma (1994) found that cash dividends decrease as the voting power of owner-
managers increases, and are almost zero when owner-managers have absolute vot-
ing control of the firm. The evidence supports a conflict of interest across various 
shareholder groups, possibly reflecting a combination of heterogeneous dividend tax 
rates and managerial preference for free cash flow. Short et al. (2002) also indicate 
that a positive association exists between dividend payout policy and institutional 
ownership, while a negative association exists between dividend payout policy and 
managerial ownership.8 Iturriaga and Crisostomo (2010) found that dividends play a 
disciplinary role in firms with fewer growth opportunities by reducing free cash flow 
under managerial control.

Jensen et al. (1992) examined the determinants of cross-sectional differences in insider 
ownership, debt, and dividend policy, and found that insider ownership has a negative 
effect on firms’ debt and dividend levels. These results indicate that firms set dividend 
levels that permit managers to finance expected investment internally. If dividend policy 
corresponds to managerial projections of future investment opportunities, firms can main-
tain stable dividends and obtain needed equity financing internally. Myers and Majluf 
(1984) argued that friction in capital markets leads to competition between dividends 
and investment projects as potential uses of profits. They showed that firms can build up 
financial slack by restricting dividends when investment requirements are modest. The 
cash saved is held as marketable securities or reserve borrowing power.

Farinha (2003) examined the agency theory explanation for the cross-sectional distri-
bution of dividend payout in the U.K. He found a strong U-shaped relationship between 
dividend payout and insider ownership. He asserted that cash payments to shareholders 
might help reduce agency problems by increasing the frequency of raising external capital 
and associated monitoring by investment bankers and investors, or by eliminating free 
cash flow. Consistent with the agency cost explanation, Gugler (2003) found that in state-
controlled firms, smooth dividends have large target payout ratios and are most reluctant 
to cut dividends, despite the potential costs involved for shareholders. In contrast, family-
controlled firms pursue a significantly different dividend policy, showing no smoothing 
dividends, lower target payout ratios, and reluctance to cut dividends. In addition, they 
found that firms with low growth opportunities and smooth dividends have larger target 
payout ratios irrespective of who controls the firm. Lin et al. (2010) also showed that 
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cash dividend preference is positively related to the proportion of state-owned shares and 
negatively related to the proportion of tradable shares.

In sum, a number of researchers have also examined the importance that managers and 
investors attach to dividend policy, and have explained firms’ dividend behavior. However, 
most of these studies involve U.S. data or data from other developed markets, such as 
the U.K., Canada, and continental Europe, but less research is conducted in emerging 
markets. In addition, research has neglected the potential relationship between dividend 
policy and board-appointed bankers. This is especially the case for Taiwanese firms 
where the ownership structures and institutional framework are different from those of 
the above-mentioned countries.

The Relationship Between Bankers on the Board and Dividend Policy

While the literature has documented empirical evidence on the relation between dividend 
policy and management ownership, the potential relationship between dividend policy 
and the board of directors has been somewhat neglected. The agency cost perspective uses 
dividends in reducing the agency problem between managers and stockholders. That is, 
dividend payment reduces the discretionary funds available to managers for perquisite 
consumption and helps address the manager–stockholder conflict (Easterbrook 1984). In 
addition to the conflict between stockholders and managers, a similar conflict also exists 
between stockholders and creditors, since creditors’ interests often differ from those of 
shareholders. Therefore, stockholders may expropriate wealth from creditors by paying 
themselves dividends. In this situation, creditors may try to contain this problem through 
restrictions on dividend payment in the bond indenture.

The bank holdup theory suggests that benefits from monitored debts decrease when 
firm growth prospects improve. If firms’ moral hazard problems are severe, banks can 
monitor and control clients’ firms so that monitoring benefits overwhelm costs. When 
firm quality and growth opportunities improve, the monitoring benefits decrease (Dia-
mond 1991). Rajan (1992) also suggests that such holdup behavior by banks affects firm 
incentives if banks are unchecked; consequently, firms that have better growth prospects 
prefer more public debts to monitored debts. In contrast, the information production 
literature emphasizes that high-growth firms prefer monitored debts to public debts. 
Yosha (1995) argues that relationship-based financing prevents firms from disclosing 
proprietary information to product-market competitors, and at the same time, produces 
positive information for high-growth firms. However, bank holdup theory ignores the 
fact that growth-based firm valuations tend to hamper the use of public debt, whereas the 
information production literature ignores the actuality that bank rent extraction especially 
hurts high growth firms. Wu et al. (2009) point out that funding competition from new 
equity as an effective natural mechanism solves this concern. Using Japanese data, they 
show that high-growth firms raise more new equity than do low-growth firms and use 
more equity relative to bonds in external finance.

Given the profound influence of family block holders on the board composition in 
Taiwan, internal governance systems are significantly weaker. According to agency 
theory, large family owners may engage in activities that are in their best interest but 
not necessarily in the best interest of other shareholders who may not have any voice in 
the governance of the corporation and only limited formal or informal means to protect 
their interests. Excess cash flows that would be used for empire building through acquisi-
tions in unrelated areas or in projects of questionable value are returned to shareholders 
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through dividends, thus reducing agency problems (Yoshikawa and Rasheed 2010). When 
bankers are appointed to the board, they may serve as firms’ monitors to help alleviate 
agency problems. Thus, firms with bankers on the board may not necessarily pay more 
dividends to reduce agency costs. The following hypothesis is developed:

Hypothesis 1: A banker on the board is negatively associated with the firm’s divi-
dend payout.

Research Methodology

Measuring Dividend Policy (DPi,t)

DPi,t represents firms’ dividend policy, measured in two ways. Specifically, this study 
sets the first dividend variable, the dividend dummy (DP1i,t), at 1 for firm i in year t if the 
annual amount of dividends paid is positive, and 0 otherwise. The other dividend variable 
is the dividend payout ratio (DP2i,t), obtained by scaling dividends per share by earnings 
per share for firm i in year t. For the first measure, we use the logistic regression; for the 
other measure, we run the ordinary least squares (OLS) test.

Measuring Bankers on the Board (BCi,t)

This paper uses two proxies for bankers on the board (BCi,t). The first is a dummy vari-
able (BC1i,t), which equals 1 if the firm has a banker on its board and 0 if it does not. The 
second is the number of banker directors divided by the size of the board (BC2i,t).

Control Variables

We utilized several controls in our analyses. First, the relationship between growth op-
portunity and dividend payout is mixed. According to the signaling theory, firms with 
high levels of growth opportunities face more information asymmetries (Miller and Rock 
1985). Therefore, firms with high growth opportunity have incentives to use permanent 
positive cash flow shocks to increase dividends and signal higher expected earnings. An 
alternative view to the signaling theory is the agency costs of free cash flow theory. This 
theory suggests that managers will not invest to maximize shareholder wealth (Jensen 
1986). Thus, a dividend increase can limit possible future suboptimal investment, espe-
cially for low growth opportunity firms, which have fewer positive net present value (NPV) 
projects. Furthermore, because growth opportunities are unobservable, many empirical 
definitions exist. To proxy for growth opportunities, this study uses MTBi,t, estimated by 
the ratio of market value to the book value of assets. This proxy derives from Chung and 
Pruitt (1994) and is widely used in research as a measure of growth opportunities.

Previous literature has documented the negative effect of leverage on dividend pay-
ment. For example, Rozeff (1982) found that firms with higher leverage pay lower 
dividends to evade the cost of raising firm external capital. Abor and Biekpe (2007) also 
argued that debt financing is a dominant factor in corporate decisions in some emerging 
countries. Therefore, we add the debt ratio (DEBTi,t) as a control variable, calculated as 
total debts divided by total assets, and expected to be negatively related to dividends.

Based on the agency theory, institutional shareholders prefer a free cash flow distrib-
uted in the form of dividends to reduce the agency costs of free cash flow (Eckbo and 
Verma 1994). Short et al. (2002) also indicate that institutional shareholders counter 
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managers’ preference for retaining excessive cash flow to force managers to pay out 
dividends by virtue of their voting power. Following Francis et al. (2005), this study 
measures institutional ownership (INSTi,t) as the proportion of common shares owned 
by domestic investment funds, domestic banks, and foreign investors. The coefficient on 
INSTi,t is expected to be positive.

SIZEi,t is measured by the natural logarithm of total assets. Based on Lloyd et al. (1985) 
and Vogt (1994), firm size plays a role in explaining the dividend payout ratio of firms. 
They found that larger firms tend to be more mature and thus have easier access to the 
capital markets, which reduces their dependence on internally generated funding and al-
lows for higher dividend payout ratios. According to their perspective, this study expects 
that larger firms offer relatively greater dividends, and thus, a positive sign for SIZEi,t.

Yoshikawa and Rasheed (2010) indicate that family owners can exert their influence 
through their representatives on the board. In addition, family owners pay dividends to minor-
ity shareholders. As treating minority owners fairly is more valuable in countries where legal 
protection for minority shareholders is weak, establishing a reputation for good treatment of 
minority shareholders will enable these firms to access equity markets in the future (La Porta 
et al. 2000). Therefore, we use FDi,t, measured as the presence of family directors on the board, 
as a control variable, and expect the coefficient on FDi,t to be positive.

Almeida et al. (2004) argue that higher cash holding generally increases firms’ capac-
ity to undertake profitable investment opportunities. Therefore, the interaction variable 
BCi,t_IOi,t is included in the model as a control variable to capture the effect of cash flow/
investment opportunities on dividend policies of those firms that have bankers on the 
board, relative to those that do not. We expect a positive coefficient on BCi,t_IOi,t, which 
implies that dividends increase when the investment opportunities increase in firms with 
bankers on the board versus firms without bankers on the board.

Finally, in order to control for the industry, exchange, and year effects, we use one industry 
dummy variable, one exchange dummy variable, and four-year dummy variables.

Empirical Specification

To examine the relationship between bankers on the board and dividend policy, this study 
uses regression models as follows. We expect that bankers on the board negatively cause 
dividends. The expected signs for BC1i,t and BC2i,t are therefore negative.
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where

Dpi,t = dividend policy measures for firm i in year t, including the dividend dummy 
and dividend payout ratio;
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BC1i,t = the bankers on the board dummy, which equals 1 if the firm has a banker on 
its board in year t, and 0 otherwise;

BC2i,t = the percentage of banker directors for firm i in year t; 
MTBi,t = the market-to-book ratio for firm i in year t;
DEBTi,t = the ratio of total debt to total assets for firm i in year t; 
INSTi,t = the percentage of common shares held by institutional investors;
SIZEi,t = the natural logarithm of total assets for firm i in year t;
FDi,t = the family director dummy, which equals 1 if firm i has one or more family 

directors on the board, and 0 otherwise;
INDUSTRYi,t = the industry dummy, which equals 1 if firm i belongs to electronics 

industry, and 0 otherwise;
EXCHANGEi,t = the exchange market dummy, which equals 1 if firm i belongs to the 

exchange market, and 0 otherwise; 
IOi,t = the investment in fixed assets (change in the net fixed assets plus depreciation) 

dividend by the beginning of the year net fixed asset for firm i in year t; and
YEARt = the year dummy, which equals 1 for a specific year, and 0 otherwise.

Sample Selection and Data Source

Sample Selection

This study analyzes all companies listed on the Taiwan Stock Exchange (TSE) and over-
the-counter (OTC) stock market over a five-year period from 2003 to 2007.9 The sample 
is obtained based on the following criteria:

 1. Firms with a fiscal year ending other than the calendar year-end are deleted.
 2. In line with other studies (e.g., Peasnell et al. 2005; Vafeas 2005), this study 

excludes companies in the banking industry because of their substantially different 
types of corporate investment and accounting data.

 3. Firms with substantial events, such as merging, declaring bankruptcy, or being 
unlisted during the sample period, are excluded.

 4. Observations with incomplete data are excluded.

During this sample period, 5,063 observations satisfy these selection criteria. Of these 
observations, 232 (4.58 percent) are bankers on the board and 4,831 (95.42 percent) are 
not bankers on the board. The proportion of observations with bankers on the board in 
Taiwan is rare. Given the limited number of banker directors’ observations, this study 
further adopts the matched-sample approach and identifies two firms without bankers on 
the board that match each firm with bankers on the board (i.e., on a two-to-one basis) in 
the same period, in the same industry, and of similar total assets (size).10 The technique 
employed helps control the influences of industry and size factors on banker directors. 
Four observations are eliminated because no suitable match is located.11 The final sample 
size comprises 684 observations.12 The sample selection process is reported in Panel A of 
Table 1. Panel B lists the frequency of firms with bankers on the board within respective 
sample years. The number of companies with bankers on the board increases over time, 
suggesting that banks play a role on the board of directors for firms. Table 2 illustrates the 
industry distribution of sample companies. The electronics industry firms represent the 
highest percentage (78.07 percent = 534/684). All but the electronics industry comprise 
less than 10 percent of the sample firms.
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Data Source

All the firm accounting data used to construct empirical analyses are retrieved from the 
Taiwan Economic Journal (TEJ) Finance database. Stock price information is obtained 
from the TEJ Bank database. Finally, data on banks on the board are collected from the 
TEJ Company database.

Empirical Results

Descriptive Statistics

Table 3 gives descriptions of the relevant variables along with their mean, standard de-
viation, first quartile, median, and third quartile. For comparison purposes, we provide 
descriptive statistics for all firms as well as separately for firms with and without bank-
ers on the board. The means of DP1i,t and DP2i,t for firms with bankers on the board are 
0.7368 and 0.5443, respectively, whereas the means of DP1i,t and DP2i,t for firms without 
bankers on the board are 0.7654 and 0.5756, respectively.

Table 4 presents the correlations among variables. Both DP1i,t and DP2i,t are posi-
tively related to EXCHANGEi,t and BC2i,t_MTBi,t. Moreover, DEBTi,t and INDUSTRYi,t is 
negatively related to DP1i,t and DP2i,t. The correlations for all independent variables are 
below 0.8. The overall results of low intercorrelation among all independent variables 
indicate that multicollinearity does not appear to be a problem in the regression model. 
This study subsequently adopts the variance inflation factors (VIFs) to check for poten-
tial multicollinearity problems. The VIFs for each independent variable are less than 10. 
Therefore, no serious multicolinearity exits among the independent variables.13

Regression Results

Table 5 presents the regression results of Equation (1) using DP1i,t and DP2i,t as dependent 
variables.14 In Panel A, the dependent variable equals 1 if the firm has positive dividend 

Table 2. Industry distribution of sample firms

Firms with bankers  
on the board Full sample

Industry N N Percentage 

Machinery 7 21 3.07

Chemistry 15 45 6.58

Steel and iron 4 12 1.75

Electronics 178 534 78.07

Construction 2 6 0.88

Transportation 4 12 1.75

Utilities 5 15 2.19

Miscellaneous 13 39 5.70

Total 228 684 100.00

Note: The classification of industries is based on TEJ.
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payment, and 0 otherwise. Comparatively, in Panel B, the dependent variable is the 
dividend payout ratio, measured as dividend per share divided by earnings per share. 
Therefore, Panel A is the estimation using the logistic regression, while Panel B is the 
estimation using the OLS specification. Within each panel, this study reports two sets 
of results. Specifically, this study reports results using the dummy variable of bankers 
on the board (BC1i,t) in column (1) and results using bankers on the board in percentage 
(BC2i,t) in column (2).

In columns (1) and (2) of Panel A, the coefficients on MTBi,t are negative and statisti-
cally significant. These results are consistent with the free cash theory. Firms with higher 
growth opportunities are less likely to pay dividends. The coefficients on DEBTi,t are 
negative and statistically significant at the 0.01 level. Consistent with earlier studies (e.g., 
Rozeff 1982), the implication is that high-leveraged firms are less likely to pay dividends. 
The coefficients on BC1i,t_IOi,t and BC2i,t_IOi,t are positive and statistically significant. 
These findings are consistent with our expectations, indicating a different relationship 
between cash flow/investment opportunities and dividend policies for firms with bankers 
on the board. With regard to the main variable, the coefficients on the two measures of 
bankers on the board (BC1i,t and BC2i,t) are negative and statistically significant.

In columns (1) and (2) of Panel B, the coefficients on MTBi,t are significantly negative. 
These findings indicate that firms with higher growth opportunities are more likely to have 
a lower dividend payment ratio. Moreover, the coefficients on DEBTi,t are negative and 
statistically significant at the 0.01 level. The evidence suggests that firms with a higher 
percentage of debt tend to pay fewer dividends. With regard to the main variable, the coef-
ficient on BC2i,t is significantly negative, while the coefficient on BC1i,t is insignificant.

In summary, the results in Table 5 suggest that the presence of bankers on the board 
and an increase in the proportion of banker directors influence whether or not firms pay 
dividends. In addition, the results show that firms with a greater percentage of banker 
directors are likely to pay fewer dividends.

Sensitivity Analysis

Alternative Measurement of Growth Opportunity

As a robustness check, this paper investigates an alternative growth opportunity metric. 
Based on Fama and French (1998) and Cheng and Thomas (2006), this study replaces 
MTBi,t in Equation (1) with the following measurement:

 ALTMTBi t, = market value of equity

book value of total equity
.

Under the new definition of MTBi,t, the predicted signs, significances, and estimated 
coefficients of independent variables are similar to those in Table 5. Thus, this sensitivity 
analysis attests to the validity of the original MTBi,t.

Alternative Measurement of Dividend Policy

The fact that firms with negative earnings pay dividends may affect the measurement of 
dividend payout ratio. Therefore, this study further employs dividend yield suggested by 
Schooley and Barney (1994) to measure dividend policy. Specifically, the denominator 
of dividend yield is price per share rather than earnings per share. The results are similar 
to those in Table 5.
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Conclusions

Prior literature only explores the impact of banker directors on debt (e.g., Byrd and Miz-
ruchi 2005). This paper addresses whether bankers on the board relate to firms’ dividends. 
Therefore, the empirical analyses of this study extend findings from previous studies. Using 
a Taiwanese data set, the paper investigates the relationships between bankers on the board 
and dividend policy. The novelty of this study stems from the characteristics of Taiwanese 
systems of corporate governance by which insiders dominate boards of directors. In this 
corporate governance environment with large private benefits of control and concentrated 
ownership, boards are instruments in the hands of large controlling shareholders.

This study finds evidence that firms with bankers on their boards and a higher percentage 
of banker directors decrease the probability of dividend payment. The study also indicates 
that firms with a higher proportion of banker directors have fewer dividend payout ratios. 
Nevertheless, the results do not show that firms with banker directors are related to dividend 
payout ratio. Therefore, these findings provide some evidence that bank directors exercise 
their power to influence corporate dividend policies. More specifically, bankers on the board 
may mitigate principal–principal conflicts of family-controlled firms.

This paper contributes to the banking literature by providing evidence on how banks 
influence listed companies’ financial decisions in emerging markets. These findings 
offer new insights into how banks affect listed companies in a setting with weak cor-
porate governance. In addition, this study extends the literature on how the firm–bank 
relationship affects firms’ dividend policy. Byrd and Mizruchi (2005) indicated that 
the role of bankers on the board might reach beyond debt policy. That is, the extant 
literature remains controversial as to whether bankers on the board have an impact 
on dividend policy. These findings from an emerging market add new understandings 
about related issues. Finally, based on the principal–principal perspective, the results 
of this study lend some evidence that banks may engage in monitoring. Therefore, we 
advance the research on family-controlled firms.

This study has several limitations. First, the sample draws from a population of larger 
firms in unregulated industries. To the extent that governance mechanisms vary across firm 
size and industry, the results in this study may not be generalizable to smaller firms and 
firms in regulated industries. Second, the effectiveness of the board’s monitoring activities 
might depend on how the board is structured and organized. This study cannot completely 
ensure the situation that bankers’ role on the board is unique relative to other outside 
directors. Finally, given our choice of listed Taiwanese firms as our sample, we cannot as-
sume that the results are generalizable to family-controlled firms in East Asian countries. 
However, as Carney and Gedajlovic point out, restricting the study to one country enables 
researchers to “hold constant a variety of material contextual considerations” across the 
entire sample while utilizing “extant sociological, cultural, and historical accounts” of that 
country (2002, p. 125).

Notes

1. Antimonopoly laws in Germany and Japan limit the percentage of equity that a bank can 
own in a nonfinancial firm.

2. These studies begin by questioning some of the assumptions that define perfect capital 
markets analyzed by Miller and Modigliani (1961). The agency cost model views dividends as a 
tool to manage agency–client conflicts.

3. The problems that arise from conflicts between dominant owners such as family owners and 
other owners are generally referred to as principal–principal conflicts (Young et al. 2008).
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4. Senior creditors, such as banks, prefer the firm to undertake actions that maximize the prob-
ability of their repayment rather than maximize the expected return to shareholders. As a result, a 
banker-director with a material financial interest will not be able to fulfill the functions of a truly 
independent director (Kroszner and Strahan 2001).

5. Because a banker board position leads to a conflict between banking and fiduciary interests, 
liability costs may increase for the board-represented bank. Thus, bankers, especially existing lend-
ers, may shun board positions in firms where information asymmetry is high (Byrd and Mizruchi 
2005). Kroszner and Strahan (2001) also showed that bank representation on the board is more 
likely when information asymmetry is low to moderate.

6. A keiretsu, or industrial group, coordinates the activities of member firms
7. The Spanish financial system, like the German and Japanese ones, is a bank-oriented system 

where banks maintain close ties with industrial firms not only by lending them funds but also by 
taking equity in them.

8. From the tax perspective, there are clear incentives for (tax-exempt) institutions to demand 
high levels of dividends resulting from the bias in the U.K. tax system in favor of dividends for 
tax-exempt shareholders. In addition, from the agency perspective, institutions may demand high 
levels of dividends to force a firm to go to capital for external funding, and hence be subject to 
monitoring by the external market. Finally, from the free cash-flow perspective, institutions may 
counter management’s tendency to retain excess free cash flow.

9. The year 2007 is chosen as the ending year because of the occurrence of worldwide financial 
distress in 2008. This crisis resulted in a severe recession and economic deflation. The sample is 
selected from Taiwan listed companies, and the research period is 2003–7. Because some variables 
measurements employ data from year t – 1 to t, the data collection period covers 2002–7.

10. Prior researchers take equal sample numbers or a two-to-one basis for both groups. How-
ever, most literature suggests increasing the numbers of the matching sample. Therefore, this study 
chooses the two-to-one basis (Beaver 1966; Skogsvik 2005).

11. This paper uses a stricter match on size (e.g., match on assets within ± 20 percent).
12. This study finds that these 228 experimental firms do not affiliate with their banker directors. 

Our sample shows that a majority of firms with bankers on the board hold one board seat and most 
banks hold 10–20 percent of board seats for firms with bankers on the board.

13. Gujarati (1995) suggested that multicollinearity is unlikely to be problematic if the VIF 
is below 10.

14. Outside stockholders response to the dividend announcements depends on investment op-
portunities and cash flow (Yoon and Starks 1995). Therefore, this study classifies the sample into 
two categories, high and low investment opportunity, and then tests the mean/median differences 
in dividend payout ratio between firms with and without bankers on the board. As shown in the 
following table, we do not observe significant differences in dividend payout ratio across firms 
with and without bankers on the board.

t Statistics

Firms with  
bankers on the 

board

Firms without  
bankers on the 

board p-value

High investment opportunity Mean 0.558 0.512 0.355

Median 0.042 0.028 0.349

Low investment opportunity Mean 0.539 0.601 0.172

Median 0.031 0.028 0.430

Notes: The sample size is 684 observations. p-value corresponds to a t-test and Wilcoxon nonparametric test (two-
sided) for the difference in means and medians between firms with and without bankers on the board.
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