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WHY DO WE CARE?

• Liquidity is important – it lowers the 
direct/indirect cost of equity issuance, 
and lowers the risk premium required to 
hold the stock

• This is especially important in markets 
that are less developed – better liquidity 
makes these firms more attractive to 
institutional investors, who in turn do 
good things

• If you believe that financial development 
is good, then things affecting global stock 
liquidity are things to care about



NETWORKS AND MARKETS (SO FAR)

• Information diffuses more quickly through denser networks (Walden, 2018)

• More central traders are more profitable (Ozsoylev, Walden, Yavuz, and Bildik, 
2014; Walden, 2018)

• Sophisticated traders are able to profit from “bits and pieces” of information 
dropped by more connected board members (Akbas, Meschke, and Wintoki, 
2016)

• Firms whose executives are more connected have narrower bid-asked spreads 
and lower stock liquidity costs (Egginton and McCumber, 2018)

BUT
These stories are all information diffusion stories in highly 

developed and transparent markets.



WHERE MARKETS ARE LESS 
DEVELOPED…

• Trading costs are higher in countries with weaker investor protections 
(accounting standards, judicial efficiency) and political stability (Eleswarapu and 
Venkataraman, 2006)

• Firms with more political connections underperform less connected peers and 
are more likely to receive IMF/WB bailouts (and subsequently, perform even 
worse) (Faccio, Marsulis, and McConnell, 2007; Faccio, 2006, 2010)

• Executive connections lead to a lower cost of equity in underdeveloped 
markets with weak protections (Ferris et al., 2017) 

• These effects are exacerbated in countries with higher levels of corruption



GOOD

• More connections lowers information 
asymmetries between market 
participants, lowering cost of:

• Equity (Ferris, Javakhadze, and Rajkovic, 2017)

• Debt (Engelberg, Gao, and Parsons, 2012; 
Fogel, Jandik, and McCumber, 2018)

• Stock liquidity (Egginton and McCumber, 
2018)

• Greater CEO connectedness associated 
with poor firm performance, lower pay-
performance sensitivity, and fewer 
turnovers, i.e. entrenchment (El-Khatib, 
Fogel, and Jandik, 2015)

• Board connectedness associated with more 
informed trading (Akbas et al., 2016)

• Executive connections mean increased 
likelihood of fraud (Khanna, Kim, and Lu, 
2015)

• Executive and political connections increase 
probability of bailouts and poor 
performance (Faccio et al., 2007)

NOT SO GOOD

SO ARE CONNECTIONS GOOD OR BAD? 
YES!



DO EXECUTIVE NETWORKS AFFECT STOCK 
LIQUIDITY IN GLOBAL (EX US/CAN) MARKETS?

the primary question in this study -

Step 1: Define and measure connections

Step 2: Measure stock liquidity, globally

Step 3: Associate the two, preferably with market              
opacity as a mitigating factor



BOARDEX – NETWORK RAW MATERIALS

2007-2017 executives, globally:

707,771 unique executives serving 580,286 entities – hundreds 
of millions of links between them



NETWORKS AND CENTRALITY

• Social networks are made of people (nodes) and the relationships between them 
(links) 

• Current, vs. historical, current networks most relevant for our purposes of 
immediate information flows (direct, indirect) and/or benefits to executives

• Two executives are “linked” if they sit on the same board at the same time

• Four measures of centrality, one “averaged” measure:

• Degree – how big is your Rolodex?

• Eigenvector – how influential are your connections?

• Closeness – is your network close and dense, or far and sparse?

• Betweenness – can you control information flows between other nodes?

• Central Index – a summary measure of the above four, a simple average of the percentages



HEINRICH HIESINGER
CEO AND CHAIRMAN, THYSSENKRUPP AG, GERMANY

In 2013, Mr. Hiesinger was CEO and Chair of Thyssenkrupp AG (he stepped down in 2018). His degree centrality was in 
the 83rd percentile of all global executives that year, and his betweenness centrality was in the 96th percentile. 



ALICIA TIAH
CEO OF TA ENTERPRISE

(A  N ICHE  F INANCIAL  SERV ICES  AND HOLDING COMPANY)
KUALA LUMPUR, MALAYSIA

Ms. Tiah is heralded in the media as an 
example of a powerful, influential woman, 
and a role model for Malaysian girls. She 
was in the 47th percentile of degree 
centrality in 2013, and in the 33rd

percentile in betweenness centrality. 

Still the CEO after a recent failed hostile 
takeover attempt.



German and Malaysian subnetwork, 2013

3,259 German, 1,845 Malaysian, and 65,236 other 
executives. 363,344 connections.

Dots are people, with size scaled by degree centrality. 
Lines are board relationships,.

Colors represent the country where the entity is 
headquartered. Red is Germany – 49% of 
observations, green is Malaysia – 12.8% of 
observations, blue is the United States – 22.9% of 
observations. Other colors indicate Switzerland, 
France, Netherlands, Singapore, and Luxembourg.



Eastern edge of German cluster, 2013

This close up allows us to see very 
connected people (large dots), clusters of 
executives, where there are lots of dots in 
a ball, and the density of the networks 
around them. 

Red lines represent German entities, blue 
represents United States entities. Also 
visible are French entities (orange), 
Switzerland (dark grey), and Malaysian 
(green). Other colors represent other 
countries. 

Dense areas may better enable information 
flows. Larger nodes may further improve 
the information environment – or – inhibit 
meaningful disclosures and/or insulate 
themselves from accountability.



MEASURING GLOBAL STOCK LIQUIDITY

• Compustat Global daily price data: January 1, 2007 – December 31, 2017

• Estimate daily bid-asked spread for each firm (ex US/CAN) following Corwin 
and Schultz (2012)

• For each year, compute the average annual bid-ask spread (Liquidity)

• All prices converted to USD in regression analyses



FINANCIAL MARKET DEVELOPMENT

• World Bank data for strength of Investor 
Protections and Global Competitiveness 
Index

• The GCI is an index comprised of 12 
“pillars” and 150 inputs believed to 
contribute to economic growth, e.g. financial 
market development, labor and goods markets 
efficiency, infrastructure, formal institutions

• Investor Protections (1 worst, 10 best) is an 
index measuring the efficacy of financial 
disclosure requirements, accounting 
transparency, shareholder protections, and 
ownership disclosures – in other words, 
our market opacity measure



FINAL SAMPLE

40 countries - 3,128 firms - 4,809 CEOs, 4,694 CFOs - 14,187 firm-year observations

Oh, and New 
Zealand…don’t 

forget the 
Kiwis…

https://mapmaker.nationalgeographic.org/dkRimlPMuVIJUL6RtaGylc/?edit=gFHLxW5S1ctFAKpgteA6Gn


Sample of descriptive statistics (from table 1)



A quick look at univariate differences shows that there is a significant difference in Spread comparing firms with low 
centrality CEOs compared to high centrality CEOs (where low/high is a simple indicator below/above median)



MAIN TESTS

• Spread is the Corwin and Schultz (2012) measure of liquidity

• Central is a centrality measure

• Competitiveness is the World Bank GCI

• BottomIP is an indicator equal to one if the observation is in a country below the 
median global score in Investor Protections that year, i.e. more opaque

• Central x BottomIP is an interactive term between centrality and low investor 
protections

• Controls is a vector of control variables including price, volume, volatility, and 
multidimensional fixed effects for year, industry, and country

• Errors are robust and clustered by country

, , 0 1 , , 2 , 3 , , , 4 , , , , ,[ ]i j t i j t j t i j t j t j t i j t i j tSpread Central BottomIP Central BottomIP Competitiveness Controlsβ β β β β γ ε= + + + × + + +



DOES CENTRALITY MATTER, EX US/CAN?

A one standard deviation increase in Central Index is associated with a 9.91% reduction in Spread
at the mean, and a 19.82% reduction at the median. (Degree: 12.39%, Betweenness: 11.20%)



INVESTOR PROTECTIONS AS A 
MITIGATING FACTOR

• Where investor protections are weaker (e.g. disclosures more opaque), 
centrality may partially substitute for these via information channel effects 
(Ferris et al., 2017; Walden, 2018; Egginton and McCumber, 2018)

• Centrality is more beneficial when protections are weaker

• Weaker investor protections could afford executives greater freedom to 
operate (potentially badly) with lower accountability and/or lower probability 
of detection/enforcement (Eleswarapu and Venkataraman, 2006; Faccio, 2007; 
Faccio et al., 2010)

• Centrality exacerbates information asymmetries when protections are weaker

• Or, neither effect; centrality effects on stock liquidity do not differ by strength 
of investor protections / heterogeneous opacity



CENTRALITY & INVESTOR PROTECTIONS

Information channel benefits of centrality are subsumed where investor protections are weaker. 
Controlling for weak protections, interaction terms are positive and significant. Combined 

coefficients are statistically indistinguishable from zero.



OTHER FINDINGS AND ROBUSTNESS

• Replace CEO centrality measures with those of the CFO

• Same results and story, though lower economic significance

• Even in dynamic “current” networks analysis, centrality rankings will display 
some persistence

• Therefore, examine whether changes in firms’ CEO centrality – via exogenous 
shock of CEO turnover – display changes in firm stock liquidity

• 942 events where we have complete data before/after event

• Excludes “transition” year – too noisy

• Change regressions show that an increase in CEO centrality lowers average bid-asked 
spreads



FINAL QUESTIONS OR 
COMMENTS?
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