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Abstract

Using an international sample of firms, we investigate the

career prospects of directors of firms experiencing nega-

tive ESG issues. By tracking the same director at the same

firm over time, we document a significant drop in seats

held at other public firms’ boards following intense neg-

ative media coverage of an ESG problem occurring at a

given director’s focal firm. Losses of seats at other firms are

concentrated among executive directors, among directors

of firms located in countries with high environmental and

social norms, and among directors of firms located in coun-

tries with bank-based systems. Nonexecutive directors and

directors of firms located in less stakeholder-oriented coun-

tries are not penalized for ESG issues by the director labor

market.
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148 COLAK ET AL.

1 INTRODUCTION

An important function of the board of directors is the oversight and monitoring of a firm and its management, in

addition to its advisory role to the CEO (Adams & Ferreira, 2007). When a firm is caught in misconduct, this could

signal that the directors are poor monitors, which, in turn, could negatively impact their career prospects in the

director labor market — as posited by the director reputation hypothesis (Fama & Jensen, 1983). Indeed, consistent

with this hypothesis, prior literature reports that directors lose seats at other firms’ boards following corporate

misconduct that hurts shareholders, such as financial fraud (Fich & Shivdasani, 2007), the option backdating scandal

of 2006–2007 (Ertimur et al., 2012), and financial reporting failure (Srinivasan, 2005). However, much less is known

about whether directors are held accountable for stakeholder-related corporate failures. In this paper, we study the

effects of negative news about a company’s ESG behavior (consumer controversies, pollution, employee disputes,

child labor, etc.) on directors’ career prospects, andwhether those effects systematically vary worldwide.

Overall, prior literature argues that reputational concerns are important for directors (Fama & Jensen, 1983; Levit

&Malenko, 2016) and that directors may even step down from boards prior to negative events to protect their repu-

tations (Fahlenbrach et al., 2017). Additionally, attaining a board seat on a public firm as a result of a good reputation

is likely to be very valuable in monetary terms for directors.1 This suggests that directors’ fear of their reputational

capital being harmed by an ESG issue couldmotivate them to ensure that their firm respects its stakeholder relations.

Evidence consistentwith such a viewwould imply that the reputational concerns in the director labormarket function

as a type of corporate governance mechanism that deters stakeholder-related corporate misbehavior (Karpoff et al.,

2008).

Fromashareholder-primacyperspective (Friedman, 1970;Macintosh, 1999), directors focuson their fiduciaryduty

towards the shareholders and do not engage in decisions that advance stakeholders’ interests at the expense of share-

holders. This implies that if stakeholders’ preferences (Deng et al., 2013) are not viewed as important in the director

labormarket, directors’ career prospects should not be adversely affected by a negative ESG issuewhichmainly harms

the firm’s stakeholders. On the other hand, in many countries, directors have a legal right to consider the interests of

stakeholders in their decision-making (Adams& Ferreira, 2007).2 These contrasting notions suggest that the relation-

ship and interaction between directors and stakeholders is not fully understood (Adams, 2017), and that directors’

reputational capital could depend not only on how they execute their fiduciary duties towards the shareholders but

also on how their firm treats its stakeholders. Building on this notion, we test the hypothesis that directors of firms

involved in stakeholder failures can be disciplined in the director labor market as their reputations are tarnished.

A notable example of a stakeholder issue in recent years is the Volkswagen’s emission scandal which began with a

Notice of Violation by the US Environmental Protection Agency on September 18th, 2015. The scandal harmed the

firm’s reputation, and hurt its customers, communities, and the environment. Volkswagen responded, in part, by mak-

ing changes to its board. Several of the firm’s top managers and directors resigned, including the Chairman of the

Management Board, Dr. Martin Winterkorn. In addition, related to the research question in this paper, the directors

who servedonVolkswagen’s boardone year prior to the scandal lost a significant portion of their seats at other firms in

the following years.3 In a more recent example, activist investors ousted directors at ExxonMobil for climate change-

related issues.4 These anecdotal examples indicate that directors’ career prospects can indeed be adversely affected

when their firms fail to meet stakeholder expectations.

To test this conjecture in a more systematic way, we begin by gathering information from BoardEx on directors

of firms listed on the S&P 500 and Stoxx 600 indices (henceforth, the “focal firms”). As we track ESG risk exposure

in the past three years relative to a director-firm-year observation in BoardEx, our data includes directors for the

time period January 2010 through December 2018, and ESG risk exposures are tracked from January 2007 through

December 2018. This yields a final panel data set consisting of 129,543 international director-firm-year observations

for 1,336 firms and 21,274 directors in 25 different countries. For each director-firm-year observation, we record the

number of seats held on other public firms’ boards, the number of seats held on private firms’ boards, tenure at the
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COLAK ET AL. 149

focal firm, each director’s age,whether the director is close to retirement, etc. Furthermore, we include both executive

and nonexecutive directors in our analysis in order to control for themanaging, advising, andmonitoring roles of direc-

tors (Adams & Ferreira, 2007). Executive directors tend to be directors who also work for the company and therefore

have a managing or advising role within the company, while nonexecutive directors can be independent directors,

tasked withmonitoring and also advising management.5 For example, Francis et al. (2015) note that academics can be

valuable nonexecutive directors by advising andmonitoring firmmanagers, which tends to improve performance.

For identifying ESG issues,we rely on a news-basedmeasure by a novel and unique database namedRepRisk,which

identifies the ESG risk (negative media coverage) of firms from stakeholder-related ESG issues.6 Each day, RepRisk

screens more than 80,000 media and stakeholder sources for ESG-related issues in 15 different languages. It then

quantifies the total risk exposure to ESG issues in a month by combining the severity, reach, and novelty of the issues

to develop their Reputational Risk Index (RRI). The RRI ranges from -1 (no issues) to 100, and values over 60 indi-

cate very high or extremely high risk exposure. We construct two groups based on the highest RRI level of a firm in

the past three years and contrast these groups to each other: those firms with “intense ESG-related media coverage”

are director-firm-years for which the RRI reaches or exceeds 60, and firmswith “normal ESG-relatedmedia coverage”

are director-firm-years with RRI values below 60. As the RRI index is calculated based on the intensity and scope of

the negative news in the media, it should represent a more objective measure of poor ESG performance compared to

more traditional measures of firms’ ESG performance (such as the Asset4 ESG by Refinitiv and the MSCI ESG score),

or alternative techniques used for measuring companies’ ESG activity such as textual analysis (Baier et al., 2020) and

topic-modelling tools (Kiesel & Lücke, 2019). In addition, the RepRisk index is likely to be prone to fewer greenwash-

ing concerns than more traditional measures which often rely on companies’ self-reporting (for instance, Berg et al.

(2021; 2022) raise concerns about the validity and divergence between different ESG rating providers). Finally, by

focusing on ESG issues at large public firms, we ensure that we focus on each director’s most financially-significant

boardmembership (Masulis &Mobbs, 2014).

The value placed on shareholders’ versus stakeholders’ welfare can vary significantly by country (Botero et al.,

2004; La Porta et al., 2000). Hence, directors could be affected differently by negative ESG issues depending on the

focal firm’s home country. For instance, civil-law countries tend to place more focus on stakeholders’ welfare than

do common-law countries (Bénabou & Tirole, 2010; La Porta et al., 2000, among others), and, consequently, firms

in civil-law countries have significantly higher ESG ratings than do firms in common-law countries (Cai et al., 2016;

Liang & Renneboog, 2017). Interestingly, Lel andMiller (2019) examine director career prospects following corporate

shareholder-related events around the world and find that directors of firms that engage in shareholder-unfriendly

actions lose other seats only in themore shareholder-oriented common-law countries.While their focus is on negative

shareholder-related corporate events,we take the opposite approachof studying negative stakeholder-related corpo-

rate events in the international director labormarket. Thus, building on the idea that stakeholder-friendliness can vary

across countries, we posit that reputational penalties to directors for ESG issues are confined to stakeholder-oriented

countries.

To test this, we focus on a set of country-level channels. The first channel is the legal origin (civil- versus common-

law origin) of a firm’s home country (Liang & Renneboog, 2017). In addition, as prior literature documents that

European investors tend to be more environmentally- and socially-oriented than US investors (see e.g., Dyck et al.,

2019), we also contrast European to US firms. Second, we employ measures for the stakeholder-orientation of the

country, proxied as strong employment protection, environmental performance, public sector ethics, and corporate

governance efficacy in a country. Third, we focus on the inherent differences in cultural factors across countries by

employing the six Hofstede measures (Hofstede et al., 1991). As a fourth channel, we analyze the role of a coun-

try’s financial system in allocating resources to firms by contrasting bank-based to market-based economies (Levine,

2002), asmarket-based economies in particular tend to place greater emphasis on shareholder rights (Demirgüç-Kunt

& Levine, 2001).

Using panel data regressions with director-firm and year fixed effects, i.e., tracking the same director over the time

he or she serves on a focal firm’s board, we find that directors lose a significant portion of their seats at other public
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150 COLAK ET AL.

firmswhen their focal firm has intense negativemedia attention to ESG issues in any of the past three years. Although

the average decline in other seats is statistically significant, the economic magnitude is relatively small (our estimate

is that directors lose roughly 4%of their seats). To gain a better understanding of these losses, we partition the sample

into executive (EDs) and nonexecutive directors (NEDs) and find that the losses for EDs are statistically significant and

economically meaningful (16% of other seats), while they are insignificant and small in magnitude for NEDs. Addition-

ally, we find that directors’ career prospects, and especially the career prospects of EDs, declinemorewhen their firms

experienced stakeholder issues with greater frequency during the past three years. Taken together, this suggests that

EDs, but not NEDs, are disciplined in the director labor market for ESG issues. The main results are robust to includ-

ing important time-variant control variables; using a firm and year fixed effects specification; examining the subset of

directors whose focal firm has at least one ESG issue during the panel data period; restricting the sample to young

directors; and using alternative estimation methods such as a Poisson panel data model (to account for the fact that

the dependent variable is a count variable).

We then turn to investigate whether director penalties can vary across countries depending on the stakeholder-

friendliness of a firms’ home country.We begin by splitting the sample into US and European firms. Interesting results

emerge from this cross-country analysis: we document that European firms’ directors, but not US firms’ directors,

lose a significant portion of their other seats following intense negative media coverage of ESG issues.We find similar

results whenwe divide the sample into firms located in themore stakeholder-oriented civil-law countries versus firms

located in the more shareholder-oriented common-law countries: only directors in civil-law countries lose seats at

significant rates. These findings are consistent with Lel and Miller (2019) who report that only directors in common-

law countries lose seats following shareholder unfriendly actions, andwith Liang and Renneboog (2017)who find that

firms in civil-law countries tend to have higher ESG scores.

In a final set of tests, we employ several proxies for the stakeholder-orientation of a country (such as the Employ-

ment Laws Index by Botero et al. (2004), the Environmental Protection Index by Yale University, and the Public Sector

Ethics Index by Kaufmann (2004)) and find that directors in countries with high ESG norms, but not with low ESG

norms, lose seats at significant rates. Similarly, cultural factors (Hofstede et al., 1991) also play a role: in countries with

higher uncertainty avoidance, higher long-term orientation, lower indulgence, and in less individualistic countries,

directors lose seats following ESG issues. Finally, when contrasting bank-based to market-based economies (Beck &

Levine, 2002), we find that directors lose seats primarily in bank-based economies.

Our results contribute to governance and ESG literatures in several ways. First, we contribute to the literature on

director reputation following corporate misbehavior and misconduct (Ertimur et al., 2012; Fich & Shivdasani, 2007;

Fos & Tsoutsoura, 2014; Gilson, 1990; Srinivasan, 2005) by showing that negative news about a company’s ESG

practices can have an adverse effect on director reputation. Second, we contribute to the literature on the relative

importanceput on stakeholderwelfare in different countries (Cai et al., 2016; LaPorta et al., 2000; Liang&Renneboog,

2017) by documenting that only directors in the more stakeholder-oriented countries (such as many European coun-

tries) are disciplined for ESG failures in the director labor market. Third, we contribute to the literature investigating

the international director labor market as well as international corporate governance. Finally, our study broadens our

understanding of the relationship and interaction between a firm’s board and its stakeholders, of which we still know

relatively little according to Adams (2017), Adams et al. (2011), and Adams and Ferreira (2007).

2 RELATED LITERATURE AND HYPOTHESIS DEVELOPMENT

2.1 Career prospects of directors

Consistent with the director reputation hypothesis (Fama & Jensen, 1983) —which posits that reputational concerns

in the director labor market motivates directors to effectively monitor, manage, and advise their firms — prior

literature documents that directors are disciplined for corporate misconduct. For instance, using a sample of 111
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COLAK ET AL. 151

public firms that suffered financial distress between 1979–1985, Gilson (1990) finds that directors who lose their

seat following an event also lose a significant proportion of their other directorships. Srinivasan (2005) studies a

sample of 409 companies that restated their earnings between 1997 through 2001 and reports significant drops in

other directorships for involved directors. Helland (2006) examines private securities class action lawsuits and finds

significant losses in other seats for directors of firms involved in the top quartile of lawsuits in terms of costs. Similarly,

Fich and Shivdasani (2007) report significant losses in other seats for directors following financial fraud litigation.

In their sample, the average number of other seats for outside directors drops from 0.95 to 0.47 in three years. For

directors who hold at least one other directorship at the time of the lawsuit, the number decreases from 1.92 to

1.62 (a 16% reduction in other seats). Ertimur et al. (2012) examine the option backdating scandal in 2006–2007

and document that outside directors of firms involved in the scandal, and especially outside directors serving on

the compensation committee, lose seats at the focal firm. However, these losses appear to be confined to the focal

firm board seat and do not extend to seats at other firms’ boards. Finally, Brochet and Srinivasan (2014) report that

independent directors who are named as defendants or are voted against in re-elections following financial fraud

lose significantly more other directorships than directors at matched non-sued firms. Interestingly, they also find

that directors who are not named in the lawsuit experience a significant loss, suggesting that all directors are held

responsible for failing tomonitor management.

Some studies look at corporate events which are not directly related to corporate misconduct. Fos and Tsoutsoura

(2014) examine proxy contests in the US between 1996–2010 and find that directors of firms involved in proxy con-

tests lose roughly 10–30% of their other seats in the three years following a proxy contest. Additionally, they report

that directorswhowere nominated in the proxy contest lose 58%more other seats than not-nominated directors. Few

studies focus on director career prospects following corporate misbehavior that is not directly related to sharehold-

ers. Cai et al. (2020) assert that CEOs can lose outside boards if their companies have ESG concerns, but their study

focuses on CEOs as external boardmembers and not on directors in general.

Overall, business investments in ESG/CSR relatedprojects are viewedby scholars either as an agency-relatedprob-

lem (Cheng et al., 2013;Masulis & Reza, 2015), as value-enhancing (Deng et al., 2013; Edmans, 2011; Flammer, 2015),

or as “insurance” against potential costly lawsuits (Lins et al., 2017). As these suggest, there is ambiguity aboutwhether

such projects add to, or subtract from, firm value. As Bénabou and Tirole (2010) and Krüger (2015) note, common

problemswith studies investigating the effect of ESG on firm performance include reverse causality, endogeneity, and

difficulties in measuring “stakeholder performance.” In this paper, we try to mitigate these concerns by focusing on a

more objective measure of “negative” ESG; media attention given to a firm’s stakeholder/ESG controversies. An espe-

cially compelling feature of this measure is that the firm cannot directly control its media attention: indeed, it would

be difficult for a firm to prevent NGOs from reporting on a negative issue such as the firm being accused of using child

labor. This contrasts tomore traditional ESG/CSRmeasureswhich couldbebiased if, for example, a “dirty” firmengages

in “green-washing” to bolster its ratings, or, conversely, a “green” firmwhich decides to not report on its ESG activities.

In any case, prior literature documents that negative news about ESG issues, which is the focus of this study, can also

hurt firm value (Krüger, 2015). Building on this discussion, we posit that negative ESG issues which hurt stakeholders

have an adverse effect on the career prospects of directors:

H1.All else equal, directors’ career prospects decline following yearswhen their focal firm is the subject of intense negative

media coverage of ESG issues.

In addition, the frequency of these issues could matter. For example, a single issue may not be consequential for a

director’s reputational capital but if a firm is repeatedly involved in negative ESG issues, these could plausibly tarnish

a director’s reputation. Thus, we hypothesize that the more frequently (repeatedly) a director’s focal firm is involved

in ESG issues that receive intense negativemedia coverage, themore other directorships a director loses:
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152 COLAK ET AL.

H2. The loss in seats at other firms’ boards for directors of companies involved in ESG issues that receive intense negative

media coverage is directly related to the frequency of these issues occurring.

2.2 Country characteristics, shareholder value, and stakeholder welfare

According to proponents of the shareholder governancemodel, firms should not engage in corporate good citizenship

(unless it is profitable) since society’s moral standards are upheld as the “invisible hand” secures market efficiency

and the state corrects for potential market failures (Bénabou & Tirole, 2010). In contrast, the stakeholder societal

model of corporate responsibility argues that because the state cannot prevent all market failures, there is a need for

an institutional design that incorporates the welfare of “natural stakeholders” (such as employees, banks, customers,

communities, etc.) to ensure the economic system is efficacious and conforms to social norms (Tirole, 2001). La Porta

et al. (1998) assert that a country’s legal origin is related to the extent of shareholder rights protections: common-

law countries protect shareholders’ rights the most, French civil-law countries the least, and German civil-law and

Scandinavian countries lie somewhere in the middle. Similarly, Liang and Renneboog (2017) report that legal origin is

linked to firms’ ESG rankings; firms in civil-lawcountries score significantly higher than firms in common-lawcountries,

with Scandinavian countries topping the rankings. This suggests that there is significant cross-country variation in the

emphasis firms andmanagers put on ESG and stakeholder issues.

Based on this discussion, we develop the following hypothesis:

H3. All else equal, directors of firms located in more stakeholder-oriented countries are disciplined more harshly for ESG

issues.

We also investigate several plausible country-level channels that may explain why directors could be disciplined

following ESG issues. The first channel is the legal origin of the firm’s home country (Liang & Renneboog, 2017; Tirole,

2001), as well as contrasting US and European firms. The rationale is that prior literature documents that European

firms and investors are more environmentally and socially conscious than their US counterparts (see e.g., Dyck et al.,

2019). The second channel is the stakeholder-orientation of a country. Here, we focus on proxies for a country’s envi-

ronmental (E) norms, social (S) norms (such as employment protection and ethics in corporate sector), and governance

(G) efficacy. In general, we expect that directors in countries which score high on these ESG norms are more likely to

be disciplined when their firms experience ESG issues. Comprising the third channel are the cultural norms of a coun-

try (Hofstede et al., 1991). Finally, the fourth channel is bank-based versus market-based economies (Beck & Levine,

2002). Here, we expect directors of bank-based economies to be more likely to lose seats for ESG issues as in these

countries banks can form long relationships with their firms (Levine, 2002), whilemarket-based economies character-

izedby transient ownership generally tend tobemore concerned about shareholders’ rights (Demirgüç-Kunt&Levine,

2001).

3 DATA SOURCES

3.1 RepRisk

We use RepRisk as our main source for tracking firms’ risk exposure to ESG issues. RepRisk screens over 100,000

media, stakeholder, and third-party sources eachday in23different languages for incidents related to28differentESG

issues. We utilize the database’s standard package which gives us access to 14,000 global public companies. RepRisk

uses artificial intelligence methodology to screen the media and whenever a new issue is found their analysts ana-

lyze these issues based on their severity, reach, and novelty. Finally, the negative media attention to these issues is
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COLAK ET AL. 153

quantified into the Reputational Risk Index (RRI), which ranges from -1 to 100. A value of -1 means that the firm has

no reported issues, a value between 0 and 25 stands for low risk exposure, 26–49 for medium risk exposure, 50–59

for high risk exposure, 60–74 for very high risk exposure, and 75–100 for extremely high risk exposure. At any point in

time, the RRI may go up (if there is a new risk incident), stay at the same level, or go down (if no new incidents occur).

The index value decays at a rate of 25 every two months if the RRI is between 25 and 100 and no new risk incidents

occur, and at a rate of 25 every eighteen months if the value is between -1 and 25 and no new risk incidents occur.

According to RepRisk, larger firms are expected to have a value between 25 and 49 even if they have no major con-

troversies because of high media coverage. However, if the value goes above 50 this indicates that the firm has been

involved in “stakeholder issues”. As we show in robustness tests, high risk exposure does not have a significant effect

on the change in the number of other seats for directors. Thus,we contrast firmswith intense negativemedia coverage

to ESG issues (RRI≥60) in the past three years to firms with normal levels of negative media coverage to ESG issues

(RRI<60). Appendix Table A.2 lists the types of issues tracked by RepRisk.

3.2 Director- and firm-specific data

Dataondirectorswho serveon theboards of firms listedon theS&P500or Stoxx600 indices (the focal firms) between

2007and2018 is gathered fromBoardEx. Thedatabaseprovides thedirectors’ ages, tenure (at the focal firm),whether

a director is close to retirement (aged70 years or older), the number of directorships held on public (and private) firms’

boards, and gender, among other information. We calculate the number of seats held on other public firms (“other

seats”) by subtracting one (the seat at the focal firm) from the total number of seats held at other listed companies for

each director-firm-year observation, and employ this as the dependent variable in our main analysis. In the appendix,

we also show results for using the number of seats held on private firms’ boards as dependent variable.

After merging RepRisk with our director data from BoardEx, we are left with a final panel-data set consisting of

129,543 director-firm-year observations. Since we track RepRisk information in the past three years (the 36 months

preceding as well as the month of) each director-firm-year observation (annual report date in BoardEx), our sample

covers information on directors over the full years 2010–2018 whereas the information on negative media coverage

to ESG issues covers the years between 2007–2018.

Adams and Ferreira (2007) note that in the countries with a two-tier board structure, the separation between the

managing and monitoring roles of directors is clearer than in countries with a one-tier board structure, where firms

tend to use committees to delineate the two roles. We accommodate these differences by dividing directors into

executive directors, which have managing and advising roles, and nonexecutive directors, which have monitoring but

can also have advising roles; we then examine reputational penalties separately for these two groups. To distinguish

between these two types of directors, we use the BoardEx variable “ned” (executive directors are those for which the

variable takes the value “No”, and nonexecutive directors are those for which the variable takes the value “Yes”).

3.3 Firm- and country-level control variables

In ourmain empirical model (see Section 4.2.1), we include director-firm and year fixed effects (as in Fos & Tsoutsoura,

2014). This essentially removes the time-invariant unobserved heterogeneity in the number of other public seats held

by adirector. Further, in robustness tests,we also include time-variant control variables. First,we include the following

CEO-level control variables: whether a director is close to retirement (aged 70 years or older), since older directors

would bemore likely to retire both from the focal firm’s but also the other firms’ boards, and the tenure of the director

at the focal firm,measured in years. Second, accounting and financial firm-specific data are taken fromCompustat.We

gather data on return on assets (operating income before depreciation and amortization divided by total assets), size

(natural logarithm of total assets), and the past two years market-adjusted stock returns (from CRSP for US firms and
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Compustat for European firms). As Compustat reports its variables in the local currency, we correct size so that it is

measured in dollars using year-end exchange rates as reported by the Federal Reserve (fromWRDS). Third, we include

the following time-variant country-level control variables: the economic freedom index (by Heritage), the regulatory

and control of corruption indices by World Bank, the Globalization Index by KOF, and the natural logarithm of GDP

per capita (World Bank). Descriptions for all variables are shown in Appendix Table A.1. Continuous control variables

are winsorized at the 1st and 99th percentiles.

4 RESULTS - CAREER PROSPECTS

4.1 Main sample, descriptive statistics, and univariate results

In this section, we report descriptive statistics and univariate results for our main sample consisting of 129,543

director-firm-years for 1,336 firms headquartered in 25 different countries.

Table 1 reports descriptive statistics for the full sample at the director-firm-year level (Panel A), aswell as collapsed

at the firm-year level (Panel B). As shown in Panel A, 7 percent of the observations in our sample have intense negative

media attention to ESG issues at some point in the past three years. Furthermore, the number of boards directors

serve on is relatively stable over time as directors hold on average 0.98 seats at other public firms’ boards in year t – 3

(the time when we start to track ESG issues), while they hold an average 0.96 at time t (the time of the director-firm-

year observation). Although the focus in this study is on the change in the number of seats held on other public firms’

boards — arguably themost important seats for the directors (Masulis &Mobbs, 2014) —we also investigate changes

in the number of seats held on private firms’ boards in the Appendix. Finally, the average time a director serves on a

focal firm’s board is seven years, and roughly 14% of the directors are close to retirement.

Overall, the average number of seats held on public and private firms in our sample are comparable to other studies

in the literature. For instance, Ertimur et al. (2012) report that the average number of seats at other public firms is 0.80

in their sample consisting of 7,582 director-firm observations (the same number in our study is 0.96). Furthermore,

Fos and Tsoutsoura (2014) report that US directors hold a total of 2.99 other seats (i.e., seats at both other public and

private firms’ boards) which is quite similar to the average total number of seats (2.78) in our international sample.

In Panel B, we contrast firm-years with intense negative media coverage to firm-years with normal levels of media

coverage. Firms with negative media coverage have, by construction, significantly higher RRI values, but they are also

larger, have lower operating performance (ROA), and lower past stock returns. Interestingly, firms in German civil-

law countries are relatively overrepresented in the intense negative media attention category (18% in the intense

media attention subsample relative to11% in the subsample of firmswith normal levels of ESG risk exposure),whereas

Scandinavian civil-law countries are relatively underrepresented (3% versus 8%).

Our main multivariate model compares the number of seats held by the same director at the same focal firm for

years when the firm is exposed to intense ESG-related negative media attention to years when the firm has normal

levels of ESG risk exposure. Therefore, in Panel C, we report descriptive statistics for the subset of directors whose

firmexhibits at least oneyear of intensenegativemedia attention inour panel data sample, and comparedirector-firm-

yearswith RRI≥60 to director-firm-years when RRI<60. The highest RRI in the past three years is, as expected, higher

when the RRI reaches intense levels (65.12 versus 46.66). This suggests that these directors’ firms are not repeatedly

exposed to negative ESG-relatedmedia attention. Also, the number of seats these directors hold is significantly lower

(mean difference is -0.08; p<0.001) for yearswhen their focal firmhas intense negativemedia attention to ESG issues

compared to years when it has normal media attention. This univariate finding is first evidence that directors suffer

penalties in the director labor market for ESG-related issues, indicating a drop of roughly 7 percent in seats at other

public firms. Moreover, contrasting US to European firms yields distinct differences: directors of US firms do not lose

other seats at significant rates for ESG issues, while directors of European firms do lose 0.11 (or roughly 9%) other

seats, a significant drop (p< 0.001).
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158 COLAK ET AL.

F IGURE 1 The figures show
the progression of number of
board seats at other public firms
for directors whose focal firm
experiences intense negative
media attention to ESG issues in
year t (n= 5,738).We track ESG
issues between years 2010-2015,
and directors’ other seats in the t-3
through t+3 yearly intervals
between years 2007-2018. Panel A
shows results for all directors,
Panel B for US firms, and Panel C
for non-US firms

Figure 1 depicts this relationship more clearly. In Panel 1, there is a visible drop in the number of other seats after

the ESG issue occurs, but not before it. For instance, in years t – 3 through t – 1, directors’ number of other public seats

remain relatively flat (1.2 on average). However, in year t+ 3, the number of seats has dropped to 1.08, or roughly 10%

of the number of other seats held in year t. As Panels B and C show, the number of other seats drops visibly more for

directors of European firms than it does for directors of US firms.

Finally, Panel D shows univariate results by country. For each country, we show the net change in other seats

between year t – 3 and year t (the period for which RRI is tracked) for directors of firms with RRI≥60 versus
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COLAK ET AL. 159

directors of firms with RRI<60. Notably, in almost all countries, directors experience a significant drop (last column)

in the number of other seats held at public firms’ boards if their focal firm has intense negative ESG-related media

attention in the past three years. However, there are some exceptions: in theUS, directors lose no seats following ESG

issues (0.00); in Switzerland, they add seats (0.06); and in Finland, the number of seats is largely unchanged (0.01).7

4.2 Multivariate results

In this section,wepresent ourmain empiricalmodel andanalyze theeffects of intensenegativemedia attention toESG

issues on director career prospects by employing our panel data sample consisting of 129,543 directors worldwide.

4.2.1 Research design

We estimate similar panel data regressions as in Fos and Tsoutsoura (2014), using as panel identifier director d of firm

i and as time identifier year t:

yd,i,t = 𝛽0 + 𝛽1Intense_ESG_Related_Media_Coverage[−36,0]i,t + 𝜂Director× firm + 𝛿Year + 𝜀d,i,t (1)

where yd,i,t is the number of directorships at other public firms that director d of firm i holds in the annual reporting

month in BoardEx in year t. The indicator variable Intense_ESG_Related_Media_Coverage equals one if firm i of director

d has intense negative media coverage to ESG issues in the past three years (the month of the annual report month

in BoardEx or any of the 36 months preceding that month), and zero otherwise. The benchmark group consists of

director-firm-years with normal levels of ESG-relatedmedia coverage in the past three years, including also the direc-

tors whose firms do not experience intense negative media attention during the panel data period. Following Fos and

Tsoutsoura (2014), we include director-firm fixed effects (𝜂Director× firm) and year fixed effects (𝛿Year). That is, we track

the same director over the time he or she serves on a focal firm’s board. The director-firm fixed effects remove vari-

ation in the number of other seats that is due to observed or unobserved time-invariant director-, firm-, industry-,

or country-characteristics, as well as alleviating endogeneity concerns such as low-ability directors matching up with

low-quality firms; the time fixed effects account for trends in the director labor market that occur over time such as

declining board sizes on average (Ferreira & Kirchmaier, 2013); and 𝜀d, i, t represents the error term. Standard errors

are clustered at the director-firm level (i.e., at the panel identifier level) to be consistentwith the included fixed effects

(Petersen, 2009).

In additional specifications, we include a vector X′i, t−1 which consists of the following time-variant director-, firm-,

and country-level control variables: an indicator for whether a director is close to retirement, tenure, ROA, ln(Total

assets), past stock performance, Economic Freedom index, the Regulatory Quality and the Control of Corruption

indices, the Globalization index, and ln(GDP per capita).

4.2.2 Multivariate results

Results for estimating equation (1) for all directors are shown in column 1 of Table 2, for EDs (CEO, president,

chairman/chairwoman, etc.) in column 2, and for NEDs (independent directors, etc.) in column 3, respectively. The

coefficient for Intense ESG-related negative coverage for all directors (column 1) is -0.04, which indicates a loss of on

average 0.04 other seats if a director’s focal firm has intense negative media coverage to ESG issues in the past three

years. Although the loss in other seats is statistically significant (p = 0.017), the economic significance is rather small

as it represents a decline of only 4.2% (0.04/0.96) in other seats. To better understand these losses, we distinguish
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between executive (EDs) and nonexecutive directors (NEDs). As shown under columns 2 and 3, the EDs lose a

significant portion of their other seats, while the NEDs do not lose seats at a significant rate: the coefficient for EDs

is -0.09 and significant at the 1%-level, while it is -0.026 and not significant for NEDs. The loss in seats for EDs is also

highlymeaningful, representing a loss of on average 16.2% (0.086/0.53) other seats following ESG issues. These losses

are comparable to the magnitude of losses reported in other studies, such as Fos and Tsoutsoura (2014) who report

that directors lose between 10–30% in other seats following proxy contests.

In Panel B, we include time-variant control variables in equation (1). Results are robust to the inclusion of these

controls, except that the coefficient for all directors is rendered borderline significant. In untabulated tests, we change

clustering of standard errors to the firm-level, and to the director-level, and find that results in Table 2 are very sim-

ilar. We also change year fixed effects to year-by-month fixed effects (clustering at the director-firm level) and find

consistent results.

4.2.3 Robustness checks

In Table 3 Panel A, we estimate equation (1) (no time-variant controls) as panel Poisson regressions to account for

the notion that the dependent variable is a count variable and is measured over a fixed time period of one year. In

this specification, director-firm-year observations for which there is no within-panel variation (i.e., no variation in the

number of other seats over time for the same director of the same firm) are dropped automatically. Inference again

remains the same: directors lose a significant portion of their seats, and losses are significant for EDs but not forNEDs.

In Panel B, we re-estimate equation (1) as an OLS panel data regression with firm and year fixed effects. Here, we

change clustering to at the firm level to be consistentwith the included fixed effects (Petersen, 2009). The results from

this specification are generally stronger than for the more stringent director-firm and year fixed effects specification:

in column (1) where we examine all directors, the coefficient for Intense ESG-related media coverage is -0.103 (which

indicates a roughly 10.7% loss in other seats). In column 2, we find that EDs lose a significant portion of their seats

(19.9%). In contrast to the other specifications, NEDs also lose seats in this specification: the coefficient for NEDs is

-0.105 and significant (p= 0.001), which indicates a drop of 10.1% in other seats for these directors.

In Panel C, we estimate equation (1) but include only directors whose firms have at least one year with intense

negative media attention to ESG issues during the panel data period and again find that results hold. Additionally,

results hold up when we restrict our sample to directors who are not close to retirement (Close to retirement = 0) in

Panel D.

4.2.4 Repeated years with stakeholder issues

Next, we turn to investigate how career prospects of directors are affected when a firm is involved in multiple occur-

rencesof (repeatedyearswith) stakeholder issueswithin the last three and five years, respectively.Weconstruct three

indicator variables for the frequency in which a firm is involved in ESG issues; the first variable equals one if a firm

has intense negative media attention to ESG issues in one of the past three years, and zero otherwise. We call these

observationsOne-time violators. Similarly, the second indicator variable equals one if a firm has intense negativemedia

attention in two out of the three past years; these firms are referred to as Two-time violators. Finally, the third variable

is an indicator for firms with ESG issues in all three past years; these firms are called Serial violators. We then estimate

the following equation:

yd,i,t = 𝛽0 + 𝛽1One_Time_Violatori,t + 𝛽2Two_Time_Violatori,t + 𝛽3Serial_Violatori,t

+𝜂Director× firm + 𝛿Year + 𝜀d,i,t (2)
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166 COLAK ET AL.

where yd,i,t is the number of directorships director d of firm i holds at other public firms’ boards in year t. Fixed effects

are the same as in Equation (1) and standard errors are clustered at the director-firm level. Observations for director-

firm-years with no ESG issues in the previous three years are again included as the benchmark group.

In Table 4, results for all directors (column 1), EDs (column 2), and NEDs (column 3), respectively, are reported.

Notably, the coefficients for the indicators across all three columns indicate that directors lose more seats the more

frequently a firm is involved in ESG issues. Directors of serial violator firms (i.e., firm had at least one issue each year

over the past three years) exhibit losses in other seats of 0.071 (or roughly 7.2%) relative to director-firm-year obser-

vations with no issues. In comparison, directors of one-time violators lose only 0.033 (3.4%) other seats. The loss in

other seats is again significant only for EDs. EDswhose firms are one-time violators lose 0.072 other seats (or 13.6%);

EDS of two-time violators lose 0.102 (20.0%); and EDs of serial violators lose on average 0.182 (34.3%) other seats

relative to EDs of firms with no issues in the past three years. Taken together, these findings suggest that director

penalties are proportional to how recurring the negative ESG issues are. Put differently, the more often a firm is

exposed to intense negativemedia attention to ESG issues, themore other seats the firm’s directors lose.

Columns 4–6 expand these results by including information for the past five years. Here, serial violators are firms

that have violations in three, four, or five consecutive years, of intense negative media coverage to ESG issues. One-

and two-time violators are as in columns 1–3, observed over the past five years. Since we now track RRI in the past

five years, we lose almost 30,000 director-firm-year observations in the beginning of the time period (the RepRisk

data is available only from 2007 onwards). That is, we track RRI between January 2007 through December 2018, and

directors between January 2012 toDecember 2018. As shown across all three columns, results are somewhatweaker

for firms which are one-, two-, and three-time violators in columns 1–3, but are strong for directors of firms that are

four- and five-time violators. Indeed, for violators with four or five events in the past five years, all directors including

also the NEDs lose other seats at significant rates, suggesting that the even the reputations of NEDs are not shielded

from a company repeatedly damaging its stakeholder relations.

In Appendix Table B.1, we conduct a similar test as in Table 4 but instead measure issues according to the year

in which they occur relative to year t. To be precise, we construct indicators for whether a firm has intense negative

media to ESG issues in the past year (zero otherwise); two years ago (13-24 months); and three years (25-36 months)

ago, respectively. As shown under columns 1–3, the longer the time it has been since the issue occurred, the more

seats a director loses. This could be becausemany firms employ staggered board systems inwhich directors are up for

re-election each third year (Fos & Tsoutsoura, 2014). Finally, in columns 4–6 we track issues by year for the past five

years and find similar results: most of the losses in other seats seem to occur around the third year.

5 COUNTRY-LEVEL CHANNELS FOR REPUTATIONAL PENALTIES FOLLOWING ESG
ISSUES

In this section, we investigate whether director reputation penalties can vary by country characteristics. As noted by

Djankov et al. (2008), countries differ in how they construct mechanisms to protect shareholders’ and stakeholders’

interests. Liang and Renneboog (2017) assert that this is mirrored in the importance firms place on ESG practices

across countries: firms in civil-law countries — where stakeholders’ interests are more readily protected by laws and

institutions (Tirole, 2001) — have significantly higher environmental and social performance than firms in the more

shareholder-oriented common-law countries, which often rely on ex post disciplining of misbehavior. Additionally,

Lel and Miller (2019) provide evidence that firms located in common-law countries discipline (reward) directors for

shareholder unfriendly (friendly) actions, while they find little evidence that directors of firms located in civil-law

countries are affected by such actions. We posit that in countries which put a higher emphasis on protecting stake-

holders’ rights, directors are more readily disciplined in the director labor market for ESG issues. We focus on four

country-level channels: legal origin (aswell asUSversusEuropean firms); environmental, social, andgovernancenorms

in a country; cultural factors; and bank-based versus market-based economies.
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5.1 Legal origin and US vs. non-US firms

5.1.1 US versus non-US firms

Webegin by investigating the effects that country-level adherence to stakeholder-orientation has on director reputa-

tional penalties by contrasting US to non-US (European) firms in Table 5. As European firms and institutional investors

tend to have more focus on ESG than their US counterparts (Dyck et al., 2019), one would expect the reputations of

the directors in these countries to be more negatively affected by ESG issues. As shown in columns 1–3, where we

estimate equation (1) for US firms, directors are not disciplined in the director labor market following intense neg-

ative media attention to ESG issues. In contrast, directors of European firms lose a significant portion of their other

seats following ESG issues (columns 4–6): our estimate is that they lose roughly 6.4% in other seats. Again, EDs lose

more seats (-0.089; 18.0%) than NEDs do (-0.044; 4.3%). These results hold upwhenwe include control variables (see

Appendix Table B.2 Panel A). This evidence is consistent with Dyck et al. (2019), who report that European countries,

including common-law countries such as UK, rank very high on environmental and social rankings, while US ranks low.

5.1.2 Legal origin

The results in Table 5 could be partly explained by legal origin, whereby common-law countries put relatively less

emphasis on stakeholders’welfare thando firms in civil-law countries (Liang&Renneboog, 2017). Therefore, in Table 6

Panel A, we contrast directors of firms located in English common-law countries to directors of firms located in civil-

law countries. We find that only directors in the latter subgroup lose seats at significant rates following ESG issues.

Results are qualitatively the samewhenwe include control variables (Appendix Table B.2, Panel B). It is worth pointing

out that the results in Table 6 are generally not as strong as in Table 5, indicating that the results are driven mostly by

differences between US and non-US firms, and not by common- versus civil-law country firms. A possible explanation

is that some European common-law countries also have high E&S rankings; for example, the UK scores high on the

environmental protection index by Yale university despite being a common-law country.

To expand this analysis, we partition firms into subsamples based on a refined categorization of the firm’s home

country legal tradition (La Porta et al., 2008): (1) English common-law, (2) French civil-law, (3) German civil-law, and

(4) Scandinavian civil-law countries.8 Firms located in “Socialist” origin countries are excluded from this analysis. The

rationale behind splitting countries by civil-law type is that Liang andRenneboog (2017) find that firms in Scandinavian

civil-law countries score on average the highest on E&S rankings, followed by firms in French civil-law, German civil-

law, and English common-law countries, in that order. Therefore, it is plausible that firms in Scandinavian civil-law

countries could be the most sensitive to ESG issues, and thus directors in these countries are disciplined the most for

such issues.

We report results in Table 6 Panel B. Again, we find that directors of firms located in English common-law coun-

tries do not lose seats following ESG issues at significant rates. In contrast, in German civil-law countries, EDs lose

a significant portion (35.1%) of their other seats after ESG controversies; in French civil-law countries, (all) directors

lose 11% of their other seats (column 7); and in Scandinavian civil-law countries, EDs lose wholly 43% of their other

seats. Interestingly, the losses for directors in French civil-law countries appear to be driven by losses for NEDs, while

EDs actually add seats. In short, these results suggest that EDs bear themain accountability for ESG-related corporate

misbehavior in Scandinavian and German civil-law countries; in French civil-law countries this accountability falls on

NEDs; while directors in common-law countries are not disciplined.

Overall, these findings suggest that it is only directors in the more stakeholder-oriented civil-law countries (and

especially the European countries) who lose seats for stakeholder-unfriendly corporate actions, consistent with Lel

andMiller (2019) who document the opposite finding for shareholder-unfriendly actions.
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5.1.3 Board structure

We extend our analysis to cover the system of board structure in place in a country. Board structures are primarily

used to separate themonitoring and advising role of directors (Adams & Ferreira, 2007). In a sole board system, these

roles are mostly combined, while in a dual board system they are often separated. For example, in Germany where

a dual board system is used, employee and government representatives often serve on the supervisory board, while

managers serve on the managing board. Such an arrangement effectively separates between directors’ monitoring

(supervisory, i.e., nonexecutive) and advising (managing, i.e., executive) roles. This allows stakeholders to affect corpo-

rate decisions as they serve on the board of a company. Thus, we expect that directors of firms in countries with dual

board systems, where stakeholders should have more say on corporate actions, are more readily disciplined for ESG

issues.We divide each firm into one of three groups: firms located in countries with a sole board structure system (US,

UK, Italy, Norway, and Sweden, etc.); countrieswith amixed board structure system (e.g., Finland, France, and Switzer-

land); and countries with a dual board structure system (such as Austria, Belgium, Denmark, Germany, Netherlands,

and Spain). The classification is based on Table I in Adams and Ferreira (2007).

We report results for this analysis in Panel C of Table 6. As shown across columns 1–6, directors of firms located in

countries with either a sole- or amixed board system are not disciplined at significant rates for ESG issues. In contrast,

directors of firms located in countries with a dual board system (columns 7–9) lose a significant portion of their seats

at other firms’ boards. A closer examination of these losses reveals that the decline in career prospects mainly occurs

for EDs, i.e., the directors with an advising andmanaging role.

5.2 Stakeholder-orientation, cultural values, and bank-based versus market-based
economies

We proceed by investigating additional country-level channels for variation in director reputational penalties follow-

ing ESG issues.We focus on the environmental, social, and governance norms in a country; a country’s cultural factors;

and the type of financial system present in a country (bank-based versus market-based (Levine, 2002)). The country

variables we employ in this section are time-invariant by nature, hence we are forced to work with subsamples (as

the director-firm fixed effects would otherwise capture this information). For each country-level variable of interest,

we contrast firms whose home country scores greater than the median on the selected variable to firms whose home

country score lower or equal to the median for this same variable. We then estimate equation (1) for each subsample

separately.

5.2.1 Stakeholder-orientation of a country

We begin by examining differences in the stakeholder-orientation of the country. First, we investigate whether the

protection of employees, proxied for using the Employment Laws index and the Collective Bargaining index by Botero

et al. (2004), respectively, is related to director career prospects following ESG issues. As mentioned in Dyck et al.

(2019), thesemeasures capture the social (S) aspect of ESG. The results for this analysis are reported in columns1–4of

Table 7. As shown in columns 1 and 3, directors of firms located in countries that score high (greater than the median)

on employee protection (these countries include Sweden, France, Finland, Germany, etc.) lose a significant portion

of their other seats when their focal firm is subject to an ESG controversy. In contrast, directors of firms located in

countries which score low (US, UK, etc.) do not lose seats at significant rates.

In columns 5–6, we employ a measure of a country’s environmental norms (Dyck et al., 2019): the Environmental

Performance Index (EPI) by Yale University9. Overall, we expect directors of firms located in more environmentally
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176 COLAK ET AL.

conscious countries to more readily be disciplined for ESG issues. Our findings are in line with these expectations

(columns 5–6): the coefficient for directors of firms located in high-EPI countries (such as the UK, Switzerland, the

Nordic countries, and the Netherlands) is negative and significant, while is it negative but not significant for directors

of firms in low-EPI countries (US, Portugal, Italy, etc.). This suggests that directors in more environmentally-friendly

countries aredisciplinedmoreharshly forESG issues thandirectors of firms in less environmentally-friendly countries.

In columns 7–8, we divide firms based on the leftist- versus rightist-orientation of the government in a country. The

index is from Botero et al. (2004, Table 3), and higher (lower) values represent more rightist- (leftist-) orientation. As

we expect more leftist-oriented countries to also care more about stakeholders’ interests, we also expect directors in

these countries to bemore likely to lose seats for ESG issues. Indeed, the results in columns7–8 support this argument:

in countries which score below the median on this index (Austria, Belgium France, Italy, etc.), i.e., the more leftist-

oriented, directors lose seats at significant rates following ESG issues. In contrast, in countries which score greater

than themedian (US, Sweden, etc.), i.e., are more rightist-oriented, directors do not lose seats.

In columns9–10,weemploy the anti-self dealingmeasurebyDjankovet al. (2008),which is ameasureof a country’s

shareholder-orientation. We expect that directors of firms in countries that score low on this measure, i.e., countries

that are less shareholder-oriented (more stakeholder-oriented), lose seats followingESG issues.We find that directors

of firms in countries which score high on this measure do not lose seats at significant rates following ESG issues, while

directors of firms in countries with low scores (less shareholder-oriented) do.

Finally, we employ proxies for the governance (G) norms in a country: the ethical behavior of the public sector,

the ethical behavior of the corporate sector, and the overall corporate governance in a country by Kaufmann (2004).

Here, higher values correspond to higher ethics (or better corporate governance). Our expectation is that directors in

countries with high G norms are more likely to lose seats for ESG issues. Results for dividing the sample by medians

based on these three proxies are reported in columns 11–16. As shown in columns 11, 13, and 15, directors of firms

in countries with high G norms (e.g., the Nordic countries) lose a significant portion of their seats at other public firms

followingESG issues. In contrast, directors of firms in countrieswith lowGnormsdonot lose seats. Finally, inAppendix

Table B.3, we re-estimate all regressions in Table 7 but byincluding also the time-variant control variables and find very

similar results for all specifications.

Overall, the results in this section are in line with the argument that director reputation penalties vary by coun-

try characteristics. More precisely, directors of firms in more stakeholder-oriented countries (higher ESG norms) are

disciplinedmore harshly for ESG-related corporatemisbehavior than directors in less stakeholder-oriented countries.

5.2.2 Cultural factors

In Table 8, we consider variation in cultural factors across countries, and the effects of such variation on director dis-

cipline following ESG issues. To do this, we employ the six variables used by Hofstede et al. (1991). The Individualism

variablemeasures the degree towhich a country is oriented toward being individualistic; the Indulgence variablemea-

sures the degree towhich people in a society value leisure time; Long TermOrientationmeasures the degree towhich

a society encourages new ways to prepare for the future; the Uncertainty Avoidance variable measures the degree

to which a society aims to protect itself against an uncertain future; the Masculinity variable measures how much a

society focuses on competition; and the PowerDistance variablemeasures the degree towhich individuals agreewith

the notion that power is distributed unequally (Hofstede et al., 1991).

Across all columns,we showresults for estimating equation (1)whendividing the sample into countrieswhich score

high (greater than the median) versus low (lower than or equal to the median) on the six Hofstede cultural dimension

variables (Hofstede et al., 1991), respectively. We begin by showing results for the Individualism variable in column

1.We find that directors of firms located in less individualistic countries lose a significant portion of their other seats,

but directors of firms in countries that score high on Individualism do not. Similarly, in column 2, we find that directors

of firms in countries with low values on Indulgence are disciplined for ESG issues, while directors in countries with
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high values for this variable are not. In column 3, we find that directors are disciplined only in countrieswith a focus on

long-termorientation, and in column4,we find similar results for countrieswith highAvoidance of uncertainty. Finally,

as reported under columns 5 and 6, the emphasis a country places on masculinity and power distance, respectively,

does not appear to be significantly related to the degree to which directors are disciplined for ESG issues.

5.2.3 Bank-based versus market-based systems

Finally, we study whether the role of banks versus markets in allocating resources in an economy affects the degree

to which directors are disciplined for stakeholder issues. In market-based economies, capital is allocated primarily

by investors in financial markets, whereas in bank-based economies capital is foremostly allocated by banks (Beck &

Levine, 2002; Levine, 2002).More specifically, in bank-based economies banks tend to form long relationshipswith the

firms they allocate capital to (Levine, 2002), thus serving the role as an important stakeholder in the firm. In contrast, in

moremarket-based economies firms tend to have transient investors and a stronger focus on protecting shareholders’

rights (Demirgüç-Kunt & Levine, 2001). Hence, we expect directors of firms in more bank-oriented economies to be

more likely to lose seats following ESG issues than directors of firms inmoremarket-based economics.

We use the Structure-Aggregate measure in Beck and Levine (2002) to divide countries into bank- versus market-

based economies. Countries which score greater than the median on this index are considered “market-based”, while

countries which score lower or equal to themedian are considered “bank-based”.

In Panel A of Table 9, we show results for contrasting market-based (US, UK, among others) to bank-based

economies (Germany, Denmark, Spain, France, Italy, Portugal, among others). We find that directors in market-based

economies do not lose seats at significant rates following ESG issues (under columns 1–3). In contrast, as depicted in

columns 4–6, directors of firms in bank-based economies lose a significant portion of their other seats.

In Panel B, we employ four proxies for the banking environment in a country: the percentage of bank ownership by

foreign investors; the percentage of bank ownership by the government, the capital stringency in a country; and the

official supervisory power index (how much power supervisory authorities have in overseeing and regulating banks),

respectively. All proxies are attained fromBarth et al. (2013). As shown in column 2, in countries with a lower percent-

age of foreign bank ownership (higher domestic ownership), directors lose a significant portion of their seats following

ESG issues. Furthermore, in countries with a higher percentage of government ownership in banks, directors also lose

a significant portion of their seats. Finally, directors of firms in countries with low capital stringency and low official

supervisory power, respectively, lose seats following ESG issues.

Overall, these results are again in line with the argument that in countries which put a higher emphasis on protect-

ing stakeholders’ welfare (here proxied for using bank-based economies), directors are more readily disciplined for

ESG issues.

5.3 Additional analysis

5.3.1 Seats at private firms’ boards

In Appendix Tables B.4, we re-estimate the results in Table 2 using as dependent variable the seats at private firms’

boards. As shown in Panel A (director-firm and year fixed effects included) and Panel B (also controls included), direc-

tors do not lose a significant portion of their seats held on private firms’ boards (measured at conventional significant

levels). A potential explanation for this finding is that large public firms place a greater value on their reputation com-

pared to smaller private firms and could therefore bemore reluctant to elect a director with a tarnished reputation to

their board. In contrast, smaller private firms may be willing to elect a prestigious and experienced director of a large

public company to serve on their board even in the case when one of the director’s firms has intense negative media

attention to ESG issues.
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In Appendix Table B.5, we re-estimate equation (1) separately for US versus European firms but change the

dependent variable to the number of seats held on private firms’ boards. Results are very similar to those reported in

Appendix Table B.4: directors do not seem to lose seats at private firms’ boards following ESG issues.

5.3.2 High risk exposure

In a final set of robustness tests, we re-estimate equation (1) (untabulated) and include an indicator for high risk expo-

sure (50≤RRI≤59). Including this indicator does not change inference: the coefficient for Intense ESG-related media

coverage enters negatively and significantly, while it is negative but not significant for the high risk exposure indicator.

This indicates that the relationship between RRI and director career prospects is non-linear, that is, only more severe

ESG issues have a negative impact on the career prospects of directors. Results are similar whenwe partition the sam-

ple into US versus European firms: only EDs of European firms lose seats following intense negative media coverage

(but not following high risk exposure) to ESG issues.

6 CONCLUSIONS

This paper investigates whether the career prospects of directors are adversely affected by environmental, social,

and governance (ESG) controversies. A theoretical motivation (Fama & Jensen, 1983; Levit & Malenko, 2016) for

such an effect is that if corporate misbehavior affecting stakeholders signals a breakdown in the monitoring, advis-

ing, ormanaging effectiveness of directors, this could negatively impact directors’ attractiveness as boardmembers in

the director labor market. Prior literature documents that directors lose seats at other firms’ boards following costly

economic misconduct such as financial fraud, bankruptcy, and class action lawsuits (Ertimur et al., 2012; Fich & Shiv-

dasani, 2007; Gilson, 1990), as well as following proxy contests (Fos & Tsoutsoura, 2014). Whereas prior literature

mainly focuses on studying director reputation following corporatemisconduct that harms shareholders, it has largely

ignored studying the effects on director reputation of corporatemisbehavior harmful to stakeholders. Our paper aims

to fill this gap in the literature by investigating how ESG issues affect directors’ career prospects. Additionally, while

Lel and Miller (2019) report that shareholder-unfriendly actions hurt the reputations of directors only in the more

shareholder-oriented common-law countries, we investigate whether reputational penalties to directors following

ESG issues vary by the stakeholder-friendliness of a firm’s home country.

We identify stakeholder issues using RepRisk, which screens the media for ESG-related negative news and quan-

tifies the impact, reach, and severity of these issues into their Reputational Risk Index (RRI). Our large international

sample comprises 129,543 directors of S&P 500 and Stoxx Europe 600 firms. Employing panel-data regressions with

director-firm and year fixed effects, i.e., tracking the same director within the same firm over time, we document that

directors lose a significant portion of their seats at other public firms when a director’s focal firm has been exposed to

intense media attention to ESG issues at any time during the past three years. These losses are concentrated among

executive directors. In contrast, we find little evidence that nonexecutive directors are disciplined. This suggests that

it is mostly the advising and managing directors (Adams & Ferreira, 2007), and not the monitoring directors, who lose

seats following ESG controversies. In addition, losses are more severe for directors of firms with repeated issues. The

results are robust to using alternative estimation methods such as a Poisson panel data model and an OLS firm fixed

effects model, and to including important time-variant control variables.

Furthermore, we document significant cross-country variation in director penalties: directors are disciplined

only in the more stakeholder-oriented European countries (many of which use the civil-law legal origin system),

and not in the US (a common-law country). These results are consistent with Lel and Miller (2019) who document

that directors lose more seats following shareholder-unfriendly actions in shareholder-oriented countries than in

stakeholder-oriented countries, andwith Liang and Renneboog (2017) who find that firms in civil-law countries invest

more in their stakeholder relations than do firms in common-law countries.
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This paper contributes to recent literature examining corporate governance and the director labormarket (Ertimur

et al., 2012; Fich & Shivdasani, 2007; Gilson, 1990; Lel & Miller, 2019; Levit & Malenko, 2016; Srinivasan, 2005) by

documenting that negative stakeholder-related issues can have an adverse effect on career prospects and that such

reputational penalties vary by the type of director and by the stakeholder-friendliness and social norms of a firm’s

home country.
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NOTES
1 In our sample consisting of directors of large US and European public firms, the average total compensation for a director is

338,144 dollars (median is 101,000 dollars).
2Adams and Ferreira (2007) note that inmany civil-law countries, companies are required to have a dual board structurewith

stakeholders serving on the so-called supervisory board. Additionally, the authors point out that even in more shareholder-

oriented countries such as theUS,many states allowdirectors to legally gobeyond their fiduciary duty to consider the impact

of their decisions on stakeholders. This suggests that the interest of the shareholders and boardsmay not always be aligned.
3 In total, the directors of Volkswagen held 38 seats at other public firm’s boards one year prior to the emission scandal (the

annual report date in BoardEx for Volkswagen for year 2014 is December 1st). At the end of year 2017 (annual report date

is December 1st), the same directors held only 16 other directorships. This represents a loss of roughly 58% in other seats

over the three-year period.
4https://www.nytimes.com/2021/05/26/business/exxon-mobil-climate-change.html
5Adams and Ferreira (2007) point out that in firms located in countries with a single board system (such as the in the US) the

two roles are intertwined, but in countrieswith dual board systems (such asGermany) these roles are separatedmore clearly

bydividing theboard into amanagementboard and supervisoryboard (monitoring roles).Weuse the variable ned inBoardEx

to distinguish between executive and nonexecutive directors. In BoardEx, the roles of executive directors (EDs) include

“CEO”, “President”, “CFO”, “Chairman”, “CIO”, “COO”, “Chief SustainabilityOfficer”, “Director-Labour”, “GroupCEO”. The roles

of nonexecutive directors (NEDs) include “Independent Director”, “Chairman (Nonexecutive)”, and “Director-Supervisory

Director”.
6Adams and Ferreira (2007) point out that in firms located in countries where with sole board systems (such as the in the US)

the two roles are intertwined, but in countries with dual board systems (such as Germany) these roles are separated more

clearly by dividing the board into a management board and supervisory board (monitoring roles). We use the variable ned

in BoardEx to distinguish between executive and nonexecutive directors. In BoardEx, the roles of executive directors (EDs)

include “CEO”, “President”, “CFO”, “Chairman”, “CIO”, “COO”, “Chief Sustainability Officer”, “Director-Labour”, “Group CEO”,

among others. The roles of nonexecutive directors (NEDs) include e.g., “Independent Director”, “Chairman (Nonexecutive)”,

and “Director-Supervisory Director”.
7The number of director-firm year observations with intense negativemedia attention in Finland is very small (n= 31), which

makes inference problematic.
8We are forced to work with subsamples instead of interaction terms as the director-firm fixed effects already capture the

time-invariant information on legal origin.
9https://epi.yale.edu/
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APPENDIX A

TABLE A .1 Description of variables

Variable Name Variable Description Source

REPRISK VARIABLES:

Reputational Risk Index (RRI) The current Reputational Risk Exposure of

firm i in monthm of year t. The variable
shows a firm’s risk exposure to stakeholder

(ESG) issues, with values ranging from

-1-100. A value of -1 indicates that the firm

has no risk incidents, a value between 0 and

24 indicates low level of risk exposure,

between 25 and 49medium level, 50 and 59

high level, 60 and 74 very high level, and

over 75 indicates extremely high risk

exposure.

RepRisk

Intense ESG-related media
attention (= 1)

An indicator for whether the RRI is greater

than or equal to 60 (i.e., very high or

extremely high risk exposure), and zero

otherwise.

RepRisk

Normal ESG-related media
coverage (= 1)

An indicator for whether the RRI is lower than

60, and zero otherwise.

RepRisk

DIRECTOR VARIABLES

Directorships at other public
firms

The total number of directorships director i
holds at other listed firms’ boards at the

annual reporting date (monthm) in year t.
We calculate this by subtracting the total

number of listed boards (as reported in

BoardEx) minus one (the focal firm’s board

seat).

BoardEx

(Continues)
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TABLE A .1 (Continued)

Variable Name Variable Description Source

Directorships at private firms The total number of directorships director i
holds at private firms’ boards at the annual

reporting date (monthm) in year t.

BoardEx

Close to retirement (= 1) An indicator variable that equals 1 if a

director is close to retirement (aged 70

years or more) in year t, and 0 otherwise.

BoardEx

Time on board The time (in years) a director has served on

the focal firm’s board.

BoardEx

Executive director (= 1) An indicator variable for executive directors

(EDs).We use the variable “ned” in BoardEx.

BoardEx

Nonexecutive director (= 1) An indicator variable for nonexecutive

directors (NEDs).We use the variable “ned”

in BoardEx.

BoardEx

FIRM-SPECIFIC VARIABLES

ROA Return on assets defined as the operating

income before depreciation (OIBDP)

divided by the average of total assets (AT) in

years 2010 through 2018.

Compustat

Ln(Sales) The natural logarithm of sales (SALE) in US

dollars.

Compustat

Ln(Total assets) The natural logarithm of total assets (AT) in

US dollars.

Compustat

Past two years market-adjusted
stock returns

Themarket-adjustedmonthly total stock

return over the past two years (months -24

through -1 relative to a director-firm-year

observation entering the panel sample in

monthm of year t). For Stoxx 600 firms, the

returns are calculated using the formula

ln((PRCCD(/AJEXDI)*TRFD[End of

month])/((PRCCD/AJEXDI)*TRFD)[End of

previousmonth] (data is from

COMPUSTAT). For S&P 500 firms, the

returns are the variable “ret” in the CRSP

database. Returns are calculated as

[(1+r-24)(1+r-23). . . (1+r-1)-1].

Compustat and CRSP

COUNTRY-SPECIFIC VARIABLES

Legal origin The legal origin of a country— either

common-law versus civil-law, or the type of

legal origin (English common-law, French

civil-law, German civil-law, or Scandinavian

civil-law). The information is gathered from

Appendix B in Liang and Renneboog (2017)

and is based on La Porta et al. (2008).

(Djankov et al., 2008; Liang &

Renneboog, 2017)

Anti-self-dealing index The anti-self-dealing index. Higher values

correspond to higher investor (shareholder)

protection in a country.

(Djankov et al., 2008)

(Continues)
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TABLE A .1 (Continued)

Variable Name Variable Description Source

Employment Laws index Ameasure of the protection of employees’

rights. Higher values represent more

protection (higher

stakeholder-orientation).

(Botero et al., 2004)

Collective Bargaining index Ameasure of the degree of collective

bargaining and protection of employees in a

country. Higher values represent more

protection (higher

stakeholder-orientation).

(Botero et al., 2004)

Environmental Protection index
(EPI)

The Environmental Protection Index by Yale

University (https://epi.yale.edu/). Measures

the overall focus on environmental issues in

a country. Higher values represent a higher

focus on environmental issues (higher

stakeholder-orientation). Data is fromDyck

et al. (2019) Table 5.

(Dyck et al., 2019)

Left or center political
orientation

The extent to which a country is leftist or

rightist politically oriented. Higher values

proxy for more right-leaning governments

(more capitalistic/shareholder-oriented).

(Botero et al., 2004)

Public Sector Ethics index Measure of the ethics of the public sector.

Higher values represent higher ethics

(higher stakeholder-orientation).

(Kaufmann, 2004)

Corporate Sector Ethics index Ameasure of the ethics of the corporate

sector. Higher values represent higher

ethics (higher stakeholder-orientation).

(Kaufmann, 2004)

Corporate Governance index Measure of the extent to which corporations

protect minority shareholders, train

employees, delegate authority, and reduce

nepotism. Higher values represent higher

corporate governance.

(Kaufmann, 2004)

Power Distance “The extent to which the less powerful

members of institutions and organisations

within a country expect and accept that

power is distributed unequally” (Hofstede,

https://www.hofstede-insights.com).

Higher values indicate that power is more

centralized and that control is disliked.

(Hofstede et al., 1991)

Individualism “The degree of interdependence a society

maintains among its members” (Hofstede,

https://www.hofstede-insights.com).

Higher values correspond to societies that

rely more on individualism, where contracts

are based onmutual advantage, and hiring

and promotion are basedmostly onmerits.

(Hofstede et al., 1991)

(Continues)
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TABLE A .1 (Continued)

Variable Name Variable Description Source

Masculinity “A high score (moremasculine) indicates that

the society will be driven by competition,

achievement and success, with success

being defined by thewinner/best in field – a

value system that starts in school and

continues throughout organizational life”

(Hofstede,

https://www.hofstede-insights.com).

Higher values correspond to societies

which value competition, while lower

values correspond to societies in which

people placemore emphasis on doing what

they like to do.

(Hofstede et al., 1991)

Uncertainty Avoidance “The extent to which themembers of a culture

feel threatened by ambiguous or unknown

situations and have created beliefs and

institutions that try to avoid these”

(Hofstede,

https://www.hofstede-insights.com).

Higher values stand for societies in which

rules are favored, people like to work and

feel busy, and precision and punctuality are

important.

(Hofstede et al., 1991)

Long TermOrientation “The extent to which themembers of a culture

feel threatened by ambiguous or unknown

situations and have created beliefs and

institutions that try to avoid these”

(Hofstede,

https://www.hofstede-insights.com)”.

Societies with low values represent

societies that value traditions and norms

andwhy away from societal change.

(Hofstede et al., 1991)

Indulgence “The extent to which people try to control

their desires and impulses” (Hofstede,

https://www.hofstede-insights.com)”.

Societies with high values try to enjoy life

more and act more on impulses.

(Hofstede et al., 1991)

Economic Freedom index The Economic Freedom Index shows the

degree of freedom of a country’s economy.

Higher values correspond to freer

economies.

www.heritage.org

Control of Corruption The level of corruption in a country. Higher

values stand for higher control of

corruption.

World Bank (World

Governance Indicators)

Regulatory Quality The regulatory quality in a country. Higher

values stand for higher regulatory quality.

World Bank (World

Governance Indicators)

(Continues)
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TABLE A .1 (Continued)

Variable Name Variable Description Source

Ln(GDP per capita) TheGDP per capita in a country (in US dollars) World Bank

Globalization index TheGlobalization index by ETHZürich KOF

Swiss Economic Institute. Higher values

represent more globalized economies.

ETH Zürich KOF Swiss

Economic Institute

Bank-based versus
market-based economies
(Structure-Aggregated)

Principal component of the variables

Structure-Activity (ln(Total value

traded/Commercial bank claims on the

private sector)) and Structure-Size

(ln(Market capitalization/Commercial bank

claims on the private sector)). See Beck and

Levine (2002) for amore detailed

description.

(Beck & Levine, 2002)

Foreign owned banks (%) The percentage of bank ownership by foreign

investors.

(Barth et al., 2013)

Government owned banks (%) The percentage of bank ownership by

governments.

(Barth et al., 2013)

Capital stringency Overall capital stringency in a country. (Barth et al., 2013)

Official supervisory power The official supervisory power index by Barth

et al. (2013).

(Barth et al., 2013)

Appendix Table A.1 shows the names and descriptions for the variables used in this paper, as well as the sources.
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