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Distracted Directors and Firm Value
by Antonio Falato, Dalida Kadyrzhanova, and Ugur Lel

This report examines the effect of director busyness on firm value by studying the stock
market reaction to “attention shocks” (external increases in the demand for outside directors’
time). The findings show economically significant negative effects of such shocks on the value
of treated firms, providing evidence that distractions resulting from other occupations of
independent directors are detrimental to the quality of the board monitoring role.*
A large number of publicly traded firms in the United
States limit the number of multiple directorships held by
their board members. For example, a 2013 report found
that 76 percent of S&P 500 firms impose restrictions on
the number of corporate directorships held by their board
members, up from 56 percent in 2008 and 27 percent in
2006.1 In addition, Institutional Shareholder Services recommends restrictions on the number of multiple directorships.2 Although such shareholder initiatives are consistent
with standard theoretical considerations, the empirical
evidence on whether director busyness has any effect on
the firm is mixed.3 While several studies find that “busy”
directors (defined as those who sit on the boards of at least
three firms) are associated with lower firm valuations and
less effective monitoring,4 other studies either find no such
association or offer mixed evidence.5
* This Director Notes is adapted from Antonio Falato, Dalida Kadyrzhanova, and
Ugur Lel, “Distracted Directors: Does Board Busyness Hurt Shareholder Value?”
Journal of Financial Economics (forthcoming).
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This mixed evidence is perhaps not surprising, as it is
challenging to disentangle busyness costs from potentially
offsetting selection effects of holding multiple directorships. Busyness costs arise since individuals who hold
several outside directorships will likely have relatively less
time available to devote to each of them, while selection
effects arise because more talented or reputable directors
are more likely to hold multiple directorships and, hence,
be considered “busy.” The experiment overcomes this selection issue by examining the shareholder wealth effects of an
external increase in the demand for outside directors’ time
while holding their talent constant, providing evidence that
independent director busyness matters for firm value.

Methodology
The experiment randomly assigned similar types of directors into different workloads. We considered directors
that hold an outside board seat on at least two firms (firm
A and firm B) and were subject to shocks originating from
the death of either the CEO or a colleague on the board
of, say, firm A. We offer evidence that these shocks led
to an increase in board committee workload for some
of firm A’s independent directors, taking away time
and resources from their board activities at interlocked
firms (firm B), an effect we call the “attention shock
hypothesis.” For example, if an independent director on
the board of Apple Inc. passed away, the sample would
include all the other firms at which Apple’s nondeceased
independent directors hold an outside board seat (i.e., all
director-interlocked firms).
Two groups of director-interlocked firms were constructed: a group of firms whose independent directors’
committee workload increased (the “treatment group”),
and a group of firms whose independent directors’
workload did not increase (the “control group”). The
assignment of a firm into high versus low director workloads is random in the sense that it is due to reasons that
are plausibly unrelated to the interlocking directors’ type
or productivity.
For example, in the case of director deaths, the treatment group comprises director-interlocked firms that
also have a committee interlock with the deceased
director. The testable hypothesis is that the interlocking directors of firms in this group will have to take over
some of their deceased colleague’s committee responsibilities, which will take away time and resources from
their board activities at the interlocked firms. Thus,
director-interlocked firms in the treatment group should
see a negative stock market reaction to attention shocks.
The identification of our estimate comes from the control
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group of director-interlocked firms that do not have a
committee interlock, which serves as a counterfactual
for how the committee-interlocked firms would have
performed had there not been a death.
To test the attention shock hypothesis, information was
collected on the deaths of directors and CEOs from 1988
to 2007. We found 633 independent director deaths,
resulting in a sample of 2,551 director-interlocked firms.
Of these observations, 1,084 were due to sudden deaths
and 843 were of directors who were interlocked through
the same committee (i.e., the treatment group). An
analysis of the likelihood of replacement of the deceased
director by the next board meeting and within one or two
years after it indicates that director deaths are material
events and their effect on board committees is long-lasting, which validates our “attention shock” interpretation.
The second part of the analysis used 189 CEO deaths,
yielding a sample of 592 firms that had a directorinterlocked relation with the firm that lost its CEO, 338
of which were due to sudden deaths. In this case, 323 of
the observations were in the treatment group.
The tests employed a specification that is akin to the
difference-in-differences (DID) methodology. Estimates
of the treatment effect of a plausible outside increase
in directors’ committee workload on firm value were
derived by comparing the change in director-interlocked
firm value within the treatment and control groups before
and after the death event dates (first-difference) and
then taking the difference across the two groups (second-difference). The latter step is needed to difference
out potential biases arising from obvious differences
between busy and nonbusy directors, such as talent,
reputation, and access to a wider network of corporate
relations.
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Among the director-interlocked firms, there is robust
evidence that, relative to the control group, firms in the
treatment group experienced a significant negative stock
market reaction to director attention shocks. On average,
for interlocked firms in the treatment group, the market
reaction was as substantial as −1.55 percent, and statistically significant at the 1 percent level when the death event
is sudden. By contrast, in the control group, which was subject to the same sudden shocks but where the interlocked
relation did not involve serving on the same committee,
there was no statistically significant market reaction (0.19
percent, t = 0.35). The difference in the market reaction
between the treatment and control groups (−1.74 percent) is
statistically significant at the 1 percent level and robust to
a battery of tests that address potential outliers and sample
composition issues.
Results from this analysis for a (−2, +2) day window around
the announcement of a director death are shown in Table
1. The first row in Table 1 shows a negative and statistically
significant decline in value for firms whose directors were
interlocked through the same committee (i.e., those in the
treatment group). In this subsample, the average cumulative abnormal return (CAR) was −.79 percent and significant at the 1 percent level. Given the subsample’s average
market capitalization of $4.47 billion, attention shocks
resulted in a decline of $35.31 million. On the other hand,
the market reaction was statistically indistinguishable from
zero for firms where the interlocked relation did not involve
serving on the same committee (i.e., the control group),
whose CAR = 0.13 percent and t = 0.71. The difference in
market reaction between the treatment and control groups
is −0.93 percent and is statistically significant at the 1 percent level. Similarly, CARs within a (−15, +15) day window
show a sharp decline for the treatment group of observations, whereas CARs appear to fluctuate around zero for
firms whose directors do not share an interlocked relation
through the same committee.
For attention shocks that are the most unexpected in
nature (i.e., due to sudden deaths of independent directors),
the market reaction is even more severe. The second row
of Table 1 shows that the decline in stock prices reaches
1.55 percent surrounding such shocks, which is statistically
significant at the 1 percent level. The difference in CARs
between the treatment and control groups is −1.74 percent
and highly statistically significant.
Further, the drivers of the treatment effect can be determined by examining its variation with alternative measures
of the degree of constraints on:
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Table 1 Cumulative abnormal returns (CARs) for

director-interlocked firms
Are interlocking and
deceased directors
on same committee?
Yes
(treatment)
All deaths

Sudden deaths

-0.79***
-0.29
[N=843]
-1.55***
-0.55
[N=360]

No
(control)

Difference

0.13
(0.19)
[N=1,708]
0.19
(0.35)
[N=724]

-0.93***
(0.34)
-1.74***
(0.65)

Note: CARs for the (-2,+2) event window relative to the announcement day of
an independent director’s death for firms that share a nondeceased director
with the death firm, but are otherwise not affected by the death.
Standard errors are reported in parentheses and the number of firms is
reported in square brackets.
*** denotes statistical significance at the 1 percent level, based on twotailed t-tests.
Source: Antonio Falato, Dalida Kadyrzhanova, and Ugur Lel, “Distracted
Directors: Does Board Busyness Hurt Shareholder Value?” Journal of
Financial Economics (forthcoming).

•

independent directors’ time, such as board size;

•

the number of board meetings required by the firm;

•

the number of directorships of the board and the interlocked
director; and

•

an overall measure of director busyness obtained through a
principal component analysis of all these measures.

The results find that different measures of director busyness significantly magnify the treatment effect. The results
are robust to a multivariate regression analysis in which we
control for several interlocked firm characteristics (firm
size; growth opportunities and profitability; interlocking
director age and tenure; and year, industry, and deceased
individuals’ fixed effects).
Table 2 reports results by various measures of the degree of
constraints on directors’ time within the treatment group.
The first measure is based on board size. Smaller boards
may have less slack in terms of directors’ assignments into
committees, and therefore may be affected more severely
by an attention shock. When the sample is split based on
the top versus bottom quartiles of board size, there is an
average market reaction of −1.52 percent (t = −2.74) for
firms with smaller boards, and 0.34 percent (t = 0.52) for
firms with larger boards. The difference in average CARs
across the two subsamples is −1.86 percent, which is again

Director Notes Distracted Directors and Firm Value

3

statistically significant at the 1 percent level. The second
measure is based on the number of board meetings in a
given year. More frequent meetings may be suggestive of
greater workload to effectively complete those tasks. Using
the top versus bottom quartiles of the number of board
meetings to separate firms into those with more or less
frequent board meetings, we find that the mean CAR is
−2.15 percent (t = −2.64) for firms where boards meet more
frequently, and no statistically significant market reaction
for firms where boards meet less frequently.
The next two measures are constructed from the number of
directorships held by directors. The third measure is busy
boards, defined as a board where the percentage of busy
independent directors is in the top quartile; a director is
labeled as busy if his/her number of directorships is in the
top quartile of the sample’s distribution of the number of
outside directorships. The results show an average CAR of
−2.33 percent (t = −2.48) for busy boards and no statistically significant market reaction for nonbusy boards. This
result is consistent with a 2006 study which found that busy
boards are associated with lower profitability in crosssectional regressions.6 Negative mean CARs also occur
in the subsample of busy directors when busy directors
were defined as those with at least three directorships as
in the 2006 study.7 The fourth proxy is busy directors, who
equal one for busy directors as previously defined, and
zero otherwise. Table 2 shows that when an already busy
director receives an attention shock, his/her firm’s stock
price declines by 1.37 percent, which is statistically significant (t = −2.98). In cases where the director is not already
busy, the market reaction is muted (CAR = −0.14 percent,
t = −0.29).
The findings show that there is significant heterogeneity
in the market reaction associated with outside directors’
busyness by type of committee membership, strength of
the interlocked firms’ governance, and, to some extent,
interlocked firms’ advisory needs and director expertise.
The average CARs on attention shocks are more negative
for interlocks through an audit committee, likely the most
demanding assignment among all committee memberships
in terms of duties and time, and for firms with stronger corporate governance, where the impact and degree of actual
independence of interlocked directors is likely to be higher.
In addition, CARs are more negative for younger firms and
for directors with greater industry experience, consistent
with recent theories that emphasize the board’s advisory
role.8
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Table 2 Cumulative abnormal returns (CARs) for

director-interlocked firms (treatment
group only)
Treatment group only,
by quartile of X
Top
-1.52***
X = 1/board size

X = number of board
meetings

X = percentage of busy
independent directors

X = number of outside
directors

X = busyness factor

Bottom

Difference

0.34

-1.86

(0.55)

(0.66)

(0.86)

[N=210]

[N=211]

-2.15****

-0.37

-1.78**

(0.81)

(0.41)

(0.87)

[N=210]

[N=210]

-2.33**

-0.16

-2.17**

(0.94)

(0.45)

(0.92)

[N=211]

[N=210]

-1.37***

-0.14

-1.23*

(0.46)

(0.47)

(0.66)

[N=210]

[N=211]

-2.16***

0.19

-2.35**

(0.76)

(0.52)

(0.90)

[N=210]

[N=210]

Note: CARs for the (-2,+2) event window relative to the announcement day
of an independent director’s death for firms that share a nondeceased director with the death firm, but are otherwise not affected by the death. Standard
errors are reported in parentheses and the number of firms is reported in
square brackets. ***. **, and * denote statistical significance at the 1 percent,
5 percent, and 10 percent level, respectively, based on two-tailed t-tests.
Source: Antonio Falato, Dalida Kadyrzhanova, and Ugur Lel, “Distracted
Directors: Does Board Busyness Hurt Shareholder Value?” Journal of Financial
Economics (forthcoming).

When the long-run stock price impact of attention shocks is
examined using a calendar-time portfolio return approach,
the valuation effect of attention shocks tends to persist over
time. In fact, the DID analysis of interlocked firms’ operating, financing, accounting, and CEO pay policies shows
that the effect is at least in part attributable to a deterioration in earnings quality, a decrease in leverage, and higher
CEO rent extraction. Specifically, the reasons underlying the substantial drop in firm value following director
attention shocks were analyzed. In an attempt to sharpen
the inference, we examine variation in the treatment effect
by different types of committees, depending on those that
on an a priori basis we would expect to be most relevant
for the monitoring of each specific policy. The motivation for further differentiation based on committee type is
that audit committees are more likely to exert monitoring
efforts on accounting and financial policies, while compensation committees are more likely to exert monitoring
effort on CEO rent extraction through compensation.
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In particular, director attention shocks are associated with
significantly higher investment and significantly lower
book leverage for the treatment group. These results are
consistent with the empire-building preferences of managers,9 and prior evidence10 that supports the theory that
leverage increases after managerial entrenchment-reducing
shocks. In addition, in line with the idea that reduced director attention leads to reduced monitoring effort, the level of
CEO pay increases within the year of the attention shock.
The likelihood of earnings restatements and the degree of
earnings uncertainty also increase for firms whose treated
directors were in the audit committee, and the level of CEO
pay increases for firms whose treated directors were in the
compensation committee. These findings further reinforce
the notion that investors attach a negative value to shocks
that increase outside directors’ workload, and that investors’ concerns are warranted based on the evidence from
corporate policies that are consistent with a weakened
monitoring of the CEO. Overall, these results support the
notion that attention shocks influence firms’ valuations
through their adverse impact on independent directors’
monitoring of corporate investment, financing, accounting,
and CEO pay policies.
The final battery of tests repeated this analysis using 189
deaths of CEOs as the source of the attention shock. Doing
so identified 592 interlocked firms that are linked through
an independent director to such corporate events during
the sample period. Given CEOs’ prominent role within
firms, their deaths likely create greater shocks than directors’ deaths, which should improve the power of the tests.
In addition, they offer an alternative validation of the identification strategy, since they show the robustness of the
previous results to an alternative set of treatment and control groups. However, the sample size is much smaller in the
case of CEO deaths. Keeping this tradeoff in mind, we find
that the market reaction is also negative and statistically
significant for attention shocks generated by CEO deaths,
and the treatment effect is somewhat more pronounced in
these cases.
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Conclusion
The findings offer evidence of the significant costs of
director busyness on shareholder wealth and corporate
policies by providing direct evidence that independent
directors’ workload matters for investors. The design of
the experiment overcomes the notoriously difficult sample
selection challenge that busy directors can increase firm
value because they can be of superior quality, as well as the
potential omitted variables issue that any negative relationship between firm value and director busyness could be the
result of an underlying corporate governance problem that
director busyness may be proxying for.11
The results provide direct evidence that supports the toobusy-to-mind-the-business view of previous studies of this
issue.12 As such, the evidence that additional demands on
directors’ time have adverse consequences for board monitoring quality and firm value suggests that multiple directorships can be detrimental to shareholder value, especially
when the independent director and the board are already
busy. These results also suggest that the recommendations
by Institutional Shareholder Services to limit the number
of seats directors can hold in publicly traded firms may
benefit shareholders by making boards more resilient to
adverse shocks that increase demands on directors’ time.
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