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We investigate the relation between co-opted boards and the risk of a stock price crash risk. The co-opted 

directors appointed after the CEO assumes office tend to have allegiance to the CEO, attenuating board 

monitoring roles. Using a large sample of U.S. firms for the period 1996-2014, we find robust evidence that 

board co-option is positively associated with future stock price crash risk, suggesting that weak monitoring 

induced by co-opted directors facilitates managerial bad news hoarding activities. Our main finding holds 

for various robustness tests, including an analysis based on propensity score methods (PSM), dynamic panel 

generalized method of moments (GMM), and diagnostic test of coefficient stability. Further analyses show 

that the impact of co-option on the risk of a stock price crash is more pronounced when CEOs are more 

concerned about their careers. This indicates that the CEO who has greater preferences for bad news 

hoarding is more likely to exploit opportunities relating to attenuated board monitoring to promote their 

personal benefits. Overall, our findings suggest that board co-option appears to decrease the effectiveness 

of board monitoring, and that the role of board monitoring is particularly important when the CEO has 

stronger incentive to withhold negative information.  

Keywords: Co-option, Board Friendliness, Board Monitoring, Independence, Stock Price Crash Risk 

JEL classification: G34, G32 
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TABLE 1. Descriptive statistics and correlation matrix 
 
This table reports the descriptive statistics for stock price crash risk measures, co-option measures, and other 
control variables used in our analysis. The sample covers 12,841 U.S. public firm-year observations in ISS 
database from 1996 to 2014. Panel A presents the descriptive statistics of the full sample and Panel B reports a 
Pearson correlation matrix. In Panel B,  All 
variables are defined in the Appendix A.  
Panel A. Descriptive Statistics 
Variable N Mean SD 10th Pctl 50th Pctl 90th Pctl 
       
Crash Risk Measures       
NCSKEWt       
DUVOLt       
       
Co-option Measures       
CO-OPTIONt-1       
TW CO-OPTIONt-1       
       
Other Firm Controls and Conditional Variables 
INDt-1       
DTURNt-1       
NCSKEWt-1       
SIGMAt-1       
RETt-1       
SIZEt-1 ($ mil)       
MBt-1       
LEVt-1       
ROAt-1       
ACCt-1       
R&Dt-1       
R&D_MISSINGt-1       
KURt-1       
Friendlyt-1       
TW Friendly t-1       
HIGH COMPETITIONt-1       
YOUNGt-1       

 



35
 

 T
A

B
L

E
 1

. D
es

cr
ip

tiv
e 

st
at

is
tic

s a
nd

 c
or

re
la

tio
n 

m
at

rix
 (c

on
tin

ue
d)

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 



37 

 

 
 

The sample covers 12,841 U.S. public firm-year observations in ISS database from 1996 to 2014 with 
non-missing values for the crash risk measures and all independent variables.
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TABLE 4.  
 

 
 

VARIABLES NCSKEWt DUVOLt 
(1) (2) (3) (4) 

     
CO-OPTIONt-1 0.357*  0.279*  
 (0.067)  (0.061)  
TW CO-OPTION t-1  0.418**  0.273* 
  (0.042)  (0.076) 
NCSKEWt-1 -0.173 -0.202   
 (0.445) (0.361)   
NCSKEWt-2 0.007 0.006   
 (0.744) (0.779)   
DUVOLt-1   -0.417 -0.447* 
   (0.100) (0.075) 
DUVOLt-2   0.008 0.008 
   (0.721) (0.737) 
INDt-1 -0.559 -0.486 -0.564 -0.511 
 (0.351) (0.408) (0.215) (0.257) 
DTURNt-1 0.524 0.506 0.561 0.530 
 (0.523) (0.529) (0.373) (0.393) 
SIGMAt-1 -15.522*** -16.320*** -12.633*** -13.225*** 
 (0.006) (0.004) (0.004) (0.003) 
RETt-1 -10.518 -12.301 -28.819 -31.810 
 (0.625) (0.573) (0.155) (0.118) 
SIZEt-1 0.243** 0.259** 0.274*** 0.284*** 
 (0.020) (0.015) (0.001) (0.001) 
MBt-1 0.229*** 0.232*** 0.216*** 0.218*** 
 (0.002) (0.001) (0.000) (0.000) 
LEVt-1 0.243 0.297 -0.043 -0.016 
 (0.658) (0.597) (0.923) (0.972) 
ROAt-1 -3.487** -3.500** -3.167*** -3.145*** 
 (0.011) (0.011) (0.003) (0.003) 
ACCt-1 0.729 0.913 0.994** 1.117** 
 (0.223) (0.139) (0.039) (0.023) 
R&Dt-1 1.570 1.395 0.231 0.067 
 (0.557) (0.618) (0.914) (0.975) 
R&D_MISSINGt-1 0.008 -0.057 -0.072 -0.099 
 (0.978) (0.851) (0.751) (0.664) 
KURt-1 0.045 0.047 0.036 0.032 
 (0.488) (0.455) (0.438) (0.488) 
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Year/Industry FE Y Y Y Y 
Observations 9,302 9,302 9,302 9,302 
AR (1) test (p-value) 0.009*** 0.011** 0.025** 0.025** 
AR (2) test (p-value) 0.609 0.517 0.221 0.182 
Hansen test of over-identification (p-
value) 

0.694 0.777 0.853 0.460 
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