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ARTICLE INFO ABSTRACT

JEL Classification:

This paper addresses the question, “Does lenders’ culture affect their monitoring efforts and style?”, by exploring

G21 whether lender individualism affects the loan monitoring of U.S. borrowers for a sample of 27,164 syndicated
G30 loan facilities granted between 1998 and 2017. We proxy lender individualism based on the ancestral country of
M14 origin of the lead bank’s CEO. We show that lender individualism leads to a less stringent monitoring style. We
Ié;%”:’rd‘s" find that individualist lenders resort less to covenant monitoring, impose less strict contract terms, such as

Individualism
Syndicate loans
Monitoring, Covenants

performance pricing and rely more on soft information. We also provide evidence that individualist lenders
retain a larger loan share and deal with a larger number of lenders. Finally, we find that some governance
characteristics (board size and percentage of female directors) and other CEO features (cash compensation,

tenure, and non-duality) moderate the negative association between lender individualism and loan monitoring.

1. Introduction

The pervasive impact that CEOs’ cultural heritage exerts on the firm
decision process and outcomes is well document by extant literature (e.
g., Nguyen et al., 2018; Pan et al., 2017; Pan et al., 2020; Hagendorff
et al., 2022). One of the most critical drivers of cultural differences
across societies is arguably individualism (Markus and Kitayama, 1991;
Zheng et al., 2013). Individualism reflects the degree to which people
focus on their own abilities to differentiate themselves from others and,
more generally, relates to independence and personal achievement
(Hofstede et al., 2010; Zheng et al., 2013; Berger et al., 2021b).

According to prior research, in individualistic cultures, individuals
are more inclined to see themselves as “an autonomous, independent
person” (Markus and Kitayama, 1991, p.226). Conversely, people in
collectivist cultures perceive themselves “not as separate from the social
context but as more connected and less differentiated from others”
(Markus and Kitayama, 1991, p.227). The notion that individualist
cultures rely solely on independent constructs of the self, regardless of
others’ perceptions and opinions (Markus and Kitayama, 1991), may
lead to overestimating the precision of self-predictions regarding the

success rates of economic outcomes (Van Den Steen, 2004; Chui et al.,
2010). In turn, this shapes how individuals process information and
undertake investment decisions, which usually appear to be linked with
more risk-taking. The finance literature in fact acknowledges that indi-
vidualism increases trading volume, volatility (see Odean, 1998; Gervais
and Odean, 2001; Scheinkman and Xiong, 2003), investment in risky
long-term assets (Shao et al., 2013), corporate risk (Li et al., 2013) and
bank failure (Berger et al., 2021b).

We address a gap in prior studies by asking whether individualism
may also affect the monitoring efforts of banks in the lending market
and, in turn, the bank-firm relationship. Our arguments are based on the
notion that individualism relies on an imperative self-evaluation of in-
formation accuracy and systematic underestimation of risk (e.g., Daniel
et al., 1998; Odean, 1998; Gervais and Odean, 2001; Moore and Healy,
2008; Ben-David et al., 2013). This may result in higher self-evaluation
of arm’s length market forces in the lending context while not searching
for further borrower information through connections with others. The
idea is that banks with individualist CEOs may promote lending policies
that give too much weight to the private content of borrowers’
self-collected information. Hence, banks led by individualist CEOs could
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be more inclined to exercise weaker lending monitoring and be more
likely to impose less stringent covenants.

To address this research question, we adopt an approach based on
“upper echelons” theory, which posits that organizational leaders’
characteristics can shape organizational policies and decisions (Ham-
brick and Mason, 1984). Consistent with this view, several studies link
CEOs’ cultural heritage and corporates’ economic outcomes, such as
research and development intensity (Pan et al., 2017; Graham et al.,
2022), bank performance (Nguyen et al., 2018) and corporate acquisi-
tion decisions (Pan et al., 2020). Focusing on syndicated lending,
Hagendorff et al. (2022) have recently shown that banks with trusting
CEOs charge lower interest rates on U.S. syndicated loans. In contrast,
we investigate whether CEOs’ individualism affects how banks monitor
these syndicated loans. We also examine how the board of directors
affects the way individualist CEOs perform their monitoring and
advising duties in the syndicate lending market." These issues have yet
to be explored in the academic literature focusing on bank monitoring.

Regarding the importance of bank CEOs for syndicated loans, Hagen-
dorff et al. (2022) have collected direct evidence of the CEOs’ influence on
the syndicate lending process, by surveying loan office officers with
experience in structuring syndicated loans. About 90% of the loan officers
interviewed by the authors declared that they implement all lending in-
structions established by the CEOs. Using detailed interviews, Hagendorff
et al. (2022) also show that communication between the CEO and the
syndication team occurs regularly to ensure that loan offices adhere to the
broad lending parameters that the CEO sets.

Drawing on the literature that acknowledges the importance of
CEOs’ cultural heritage in shaping corporate decisions (e.g., Pan et al.,
2017; Nguyen et al., 2018; Pan et al., 2020; Hagendorff et al., 2022), we
measure the individualism of bank CEOs using Hofstede’s (2001) cul-
tural values indices. As a novel research angle, our key variable of in-
terest — individualism - is based on a hand-collected dataset that records
the ancestry origin of U.S. bank CEOs from various sources. Our final
dataset consists of 27,164 loan facilities over the period 1998-2017 for
70 U.S. banks, 118 bank CEOs and 1490 unique borrowers in the U.S.
Data on syndicated loans was sourced from LPC-DealScan, which com-
prises the most comprehensive loan-deal information available on U.S.
syndicate loans. This dataset allows loans to be matched with the bank-
and firm-specific accounting information retrieved from Compustat.
Bank CEOs’ compensation incentives and board characteristics come
from Execucomp and BoardEx, respectively.

To test the individualist lenders’ monitoring style, we analyze the non-
pricing conditions embedded in the loan contract. Following prior studies
on syndicate loans (e.g., Sufi, 2007; Ivashina, 2009; Cai et al., 2018;
Gustafson et al., 2021), covenant requirements and other written agree-
ments are taken as proxies of the banks’ monitoring style. Higher covenant
intensity and the number of financial covenants in loan contracts are
usually associated with lenders exerting more screening and monitoring
efforts. Indeed, financial covenants capture aspects of loan monitoring that
can help prevent default or be used during subsequent renegotiations
(Rajan and Winton, 1995; Gustafson et al., 2021). Furthermore, we seek to
establish whether lenders with individualist CEOs rely more on soft in-
formation in the monitoring process of the loan.

The results show that lead banks with individualist CEOs resort to
less stringent covenant-based monitoring requirements. Further analysis
shows that individualist lenders are also less likely to impose perfor-
mance pricing. They also tend to rely more on soft information during

! The literature has largely acknowledged that lenders’ characteristics may
strongly affect the monitoring effort exerted in the syndicated market. For
example, lead bank reputation, capital and liquidity, explain banks’ monitoring
effort, the proportion of syndicate sold to other lenders as well as contractual
conditions (Dennis and Mullineaux, 2000; Sufi, 2007). Lending decision-making
is substantially influenced by CEOs’ personal characteristics as well as recently
shown by Hagendorff et al. (2022).
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the monitoring process rather than dealing with hard information.
Overall, these results align with the theory, providing a link between
individualist culture and the overestimation of prediction precision
(Daniel et al., 1998) which, in our context, consists of underestimating
the conditional uncertainty about borrowers. In turn, this can lead to less
monitoring control on the lending activities from those banks with
strongly individualist CEOs.

To further corroborate the main findings, we examine whether lender
individualism shapes the syndicated loan structure. The analysis reveals
that individualist lenders are more inclined to gather a smaller number of
participant lenders and retain a larger loan share. This result may indicate
that individualist led banks are less prone to connect with other lenders.
The data also shows that CEO characteristics moderate the relationship
between CEO individualism and loan monitoring efforts. Previous studies
have found that factors lowering the risk attitude of bank CEOs include
CEO tenure (Coles et al., 2006), cash compensation (Berger et al., 1997;
Vallascas and Hagendorff, 2013) and non-duality (Daily and Johnson,
1997; Finkelstein et al., 2009). This paper also explores whether these
variables moderate the relationship between CEO individualism and loan
monitoring efforts. Next, we examine whether board size and composition
may also affect the effectiveness of lenders with individualist CEOs’ in
performing their monitoring duties in the lending market. Our findings
show that board size and the proportion of female directors moderate the
negative association between bank CEO individualism and loan moni-
toring in the syndicate lending market.

A battery of robustness checks is applied to address possible concerns
that could affect baseline results. Firstly, using alternative instrumental
variables and CEO turnover, we mitigate possible omitted variables and
other endogeneity concerns. Given the nature of the sample, where
multiple loans can be provided by the same bank and simultaneously,
the same firm can obtain multiple loans, a comprehensive set of fixed
effects are included in our models. In the estimations, year, firm xbank,
and loan type are included as fixed effects, as well as several firm, bank,
CEO and loan characteristics. Standard errors are double-clustered at the
firm and bank levels. The use of firmxbank fixed effects is especially
important in this study as it enables the effect of lender individualism
within the same lender-borrower relationship to be inferred. This type of
fixed effect addresses concerns that banks might select CEOs with spe-
cific cultural heritage traits to attract a specific type of borrower (e.g.,
less or more risky borrowers).

Although individualism is one of the most significant drivers of
cultural differences (Triandis, 1994; Zheng et al., 2013; Berger et al.,
2021b), our identification could still suffer from omitted cultural heri-
tage variables, which could affect estimates. Thus, following the pro-
cedure used by Eun et al. (2015), the baseline model was rerun to control
for the possible correlation between individualism and other cultural
heritage dimensions (e.g., uncertainty avoidance, power distance and
masculinity). This exercise allows us to exclude the possibility of indi-
vidualism capturing different dimensions of cultural heritage.

In addition, based on data from House et al. (2004), we explore
whether the positive association between lender individualism and loan
monitoring is robust to alternative measures of individualism, such as
the level of individualism in the bank CEOs’ ancestral country of origin.
Our results are also robust when controlled for relationship lending and
we show that the negative relationship between lender individualism
and loan monitoring weakens in periods of recession.

Our study contributes to a growing literature on culture and finance.
Cross country studies have shown that national culture plays an
important role in bank risk-taking behavior (e.g., Ashraf et al., 2016;
Mourouzidou-Damtsa et al., 2019; Berger et al., 2021b; Boubakri et al.,
2023), stock performance (e.g., Chui et al., 2010; Eun et al., 2015;
Pevzner et al., 2015), merger outcomes (e.g., Ahern et al., 2012), cor-
ruption (Zheng et al., 2013), cross-border investment activities (e.g.,
Siegel et al., 2011), dividend policy (e.g., Shao et al., 2010) and bank
loan supply and lending terms to borrowers (e.g., Giannetti and Yafeh,
2012; Fisman et al., 2017). However, cultural dimensions can also be
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associated with national banking regulations and legal institutions
(Kwok and Tadesse, 2006). By focusing solely on the U.S. banking sys-
tem and the cultural heritage of bank CEOs, we instead shed new light on
the persistent differences in corporate policies across firms by disen-
tangling the effect of culture from other confounding factors (e.g., dif-
ferences in national bank regulation).

We specifically add to the body of research focusing on how orga-
nizational leaders’ characteristics can shape organizational policies and
decisions (Hambrick and Mason, 1984; Bertrand and Schoar, 2003). In
this regard, there is growing evidence that CEOs’ cultural heritage af-
fects various corporate economic outcomes, such as research and
development intensity (Pan et al., 2017; Graham et al., 2022), bank
performance (Nguyen et al., 2018), decision-making in the syndicated
lending process (Hagendorff et al., 2022), corporate acquisition de-
cisions (Pan et al., 2020) among others. All these studies acknowledge
that CEO culture plays a crucial role in explaining the heterogeneity in
managerial styles. Focusing on syndicated lending, Hagendorff et al.
(2022) have shown that banks with trusting CEOs charge lower interest
rates in U.S. syndicated loans. By contrast, we explore whether CEO
individualism affects how banks monitor syndicated loans. The existing
literature has acknowledged that lender characteristics may strongly
influence the monitoring effort exerted in the syndicated market. For
example, lead bank reputation, capital and liquidity affect banks’
monitoring efforts, the proportion of the syndicated loan sold to other
lenders and contractual conditions (Dennis and Mullineaux, 2000; Sufi,
2007). However, the role of CEOs’ culture in loan monitoring duties and
specifically, the influence of individualism, remains unexplored.

We also provide new evidence on the implications of individualism
on banks’ risk taking. Existing studies have manly focused on cross
country studies to examine how and to what extent the social and cul-
tural environment may provide risk-taking incentives and/or affect in-
vestment choices for firms and banks (Li et al., 2013; Shao et al., 2013;
Kanagaretnam et al., ; , 2011, 2014; Mourouzidou-Damtsa et al., 2019;
Nguyen et al., 2019; Berger et al., 2021b). Our paper contributes to this
research by showing that CEO individualism is an important source of
lending policy differences across banks. Our paper provides nuanced
evidence on the importance of the board of directors in encouraging
individualist CEOs’ monitoring effort in the syndicate lending market.
Previous studies have in fact examined the role of governance mecha-
nisms in influencing the managerial ability on investment efficiency and
key strategic business decisions (e.g., de Andres and Vallelado, 2008;
Adams et al., 2010; Garcia-Sanchez and Garcia-Meca, 2018). However,
the extant literature has not yet explored the potential influence of these
factors on how individualist CEOs perform loan monitoring. We also
show that CEO tenure, cash compensation and non-duality moderate the
relationship between CEO individualism and loan monitoring efforts. In
this way, we provide new evidence showing that CEO tenure (Coles
et al., 2006), cash compensation (Berger et al., 1997; Vallascas and
Hagendorff, 2013) and non-duality (Daily and Johnson, 1997; Finkel-
stein et al., 2009) lower the risk attitude of bank CEOs.

Finally, the results of this study offer a novel understanding of the
strands of literature examining the mechanisms underlying the structure
of loan formation (Lee and Mullineaux, 2004; Sufi, 2007; Ivashina,
2009; Lin, 2012; Croci et al., 2021). In this respect, our findings high-
light that individualist lead bank CEOs are more likely to form more
dispersed loan syndicates.

The remainder of this paper is organized as follows. Section 2 de-
velops the hypotheses. Section 3 describes the sample. Section 4 dis-
cusses the methodology, while Section 5 presents the main results.
Section 6 describes our robustness checks and additional analysis.
Finally, Section 7 concludes.

2. Background and hypotheses development

Existing studies acknowledge that culture plays a vital role in
shaping individuals’ attitudes in decision-making (Vitell et al., 1993;
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Husted and Allen, 2008). An increasing number of studies highlight that
CEOs’ views reflect the corporate culture, which is an important element
affecting firms’ investment decisions and risk strategies (Graham et al.,
2022). Among cultural traits, individualism (IDV) emerges as one of the
most significant drivers of cultural differences across societies (Markus
and Kitayama, 1991). Individualism reflects independence, personal
achievement, overconfidence and over-optimism (Berger et al., 2021b,
p- 951), and is often related to risk-taking incentives and/or poor in-
vestment choices (Li et al., 2013; Shao et al., 2013; Kanagaretnam et al.,
;, 2011, 2014; Mourouzidou-Damtsa et al., 2019; Berger et al., 2021b).
Individualism indeed appears to be associated with bank risk-taking
(Kanagaretnam et al., 2014; Mourouzidou-Damtsa et al., 2019), more
accounting discretion for earnings management (Kanagaretnam et al.,
2011) and bank failure (Berger et al., 2021b). This is motivated by the
fact that individualism breeds overconfidence and an excessive focus on
personal achievement.” Consequently, executives who trace their origin
to individualistic societies are more inclined to adopt riskier investment
strategies and forgo risk mitigation control mechanisms to achieve their
goals. We argue that this attitude can also have important implications
in the lending market, where exerting adequate monitoring effort and
control is crucial to reduce moral hazard behaviors. If lead banks do not
monitor sufficiently, borrowers might be more prone to select subopti-
mal projects with higher risk-taking.

Conversely, monitoring services can increase borrowers’ efforts and
foster the project’s success probability (Besanko and Kanatas, 1993).
Therefore, if CEOs who trace their origin in more individualist cultures
tend to lend too much weight to their abilities and be more confident
about their information processing abilities, they could, in turn, under-
estimate the degree of information asymmetry embedded in the lending
market. As a result, they could be overoptimistic about the likelihood that
their borrowers will misbehave in the future and, thus, reduce their
monitoring efforts and apply less strict contractual conditions in the loan
contracts. For example, banks led by individualist CEOs could resort to less
covenant monitoring (Dichev and Skinner, 2002; Chava and Roberts,
2008) which could allow banks to exercise control on lending and mitigate
moral hazard issues (Rajan and Winton, 1995). Indeed, in syndicated
lending, a higher covenant intensity and a number of covenants embedded
in lending are essential to mitigate asymmetric problems between lenders
and borrowers (e.g., Ivashina, 2009; Wang and Xia, 2014; Gustafson et al.,
2021). This line of argument is grounded on the notion that individualism
is associated with overconfidence and an assertive attitude towards risk
(Mourouzidou-Damtsa et al., 2019; Berger et al., 2021b). Consequently,
we formulate the following hypothesis:

H1: Lender individualism reduces monitoring in the syndicated loan
market, ceteris paribus.

On the other hand, it could also be the case that individualism is
positively related to monitoring activities. In less individualistic soci-
eties, people tend to be part of cohesive groups or extended families
(Berger et al., 2021b). Strong collective ties among people in a com-
munity could also lead to poor lending decisions (e.g., Beckmann et al.,
2008). Previous research shows that managers from collectivist cultures
tend to favor specific groups. For example, some studies (Zheng et al.,
2013; El Ghoul et al., 2016) show that managers from collectivist cul-
tures engage more in corruption in bank lending and tend to stretch the
rules in the loan screening process for the benefit of in-group members
(Zheng et al., 2013). In addition, Hsee and Weber (1999) argue that
individuals in collectivist societies could be more willing to take risks as
they are more likely to be cushioned by their friends and immediate
family if something goes wrong. Consistent with this argument, in a

2 Individual-level analysis also shows the existence of a positive link between
individualism and risk-taking. For example, by collecting survey data on 449
economics students in Germany and Singapore, Breuer et al. (2014) show that
individualism has a significantly positive effect on a person’s willingness to
invest in risky assets.
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Table 1
Variables definitions.

Panel A: Variables used in the baseline analysis

Variable Definition Source
Dependent variables -
Monitoring

Financial covenants The natural log of 1 + the number of financial covenants in a loan. Financial covenants are calculated DealScan
according toDeng et al. (2020).

Covenant intensity It is an index value ranging from 0 to 6, which is based on six different covenants as described inBradley and ~ DealScan
Roberts (2015). We use the natural log of 1 +covenant intensity

Other covenants The natural log of 1 +the sum of performance and capital covenants. Performance and capital covenants are ~ DealScan

Main explanatory variable
Bank CEO Individualism (IDV)

Loan controls
Loan amount

Loan maturity
Loan spread

Firm controls
Firm size

Firm performance
Firm tangibility
Firm efficiency
Firm sales

Firm cash

Bank Controls
Bank size

Tier 1 Capital
Loan Loss Provision
Bank CEO controls
CEO vega

CEO age

calculated according toDeng et al. (2020).

The degree to which a society is considered individualistic versus collectivist in terms of “I” and “We” in the
bank CEOs’ ancestral country of origin. The index has a 0 — 100 range.

The natural log of the value of the loan in millions of dollars ($).

The natural log of the months between the initiation of a loan and its maturity date.

The “all-in-spread drawn” (AISD) of the loan interest payment in basis points over the LIBOR plus the annual
fee for the loan facility that the borrower obtained.

The natural logarithm of total assets.

The ratio of net income to total assets.

The ratio of property, plant and equipment to total assets.
The ratio of firm sales to total assets.

Sales over turnover (net).

Cash over total assets.

The natural logarithm of bank total assets.
The ratio of tier-1 capital to total risk-weighted assets, a key measure of bank capitalization.
Provisions for losses on loans divided by total assets.

The change in the dollar value of the bank CEO’s equity-based compensation for a 1% change in stock price
volatility. We use the natural log of the variable.
The natural log of the bank CEO’s age.

Panel B: Variables used in further tests and analysis

Other monitoring variables
Performance pricing
Collateral

Soft Information

Other CEO controls
CEO cash compensation
CEO tenure

CEO non-duality

Controls for bank corporate
governance

Board size

Audit Committee

Board independence

Female ratio

Instruments

Pathogen

Pronoun

Alternative measure of Bank CEO
Individualism
IDV Globe

Further loan characteristics
Syndicate size

Bank allocation
Relationship lending

Economic conditions
Recession NBER

Dummy equal to one if the loan has performance-pricing provisions, zero otherwise.

A dummy variable that equals one if the loan is secured by collateral and zero otherwise.

FollowingDelis et al. (2017), we regress the loan amount (weighted by the share of the bank in the syndicate)
on loan and firm variables that banks use as hard information (credit rating downgrading, default, financial
covenants, collateral, maturity and, performance pricing) and a set of bank dummies. These explanatory
variables encompass the hard information used by banks in the monitoring process of the loan. We then use
the residuals to encompass the soft information.

The natural log the of bank CEO’s cash compensation, which is the sum of salary and bonus in a given year.
The natural log of the years between the date of appointment of a bank CEOs and the date before a loan was
granted.

A dummy variable that equals one if a bank CEO is not also the Chairman of the board, zero otherwise.

The natural log of the number of board directors.

The size of the auditor committee scaled by the board size.

It is the percentage of independent directors inside the board.
The number of female directors scaled by the board size.

A measure of the relative presence of pathogens in the local ecology regarding nine specific pathogens
harmful to human health in the ancestral country of origin of each bank CEO. We use this variable as an
instrument for bank CEO individualism in the 2SLS -IV models.

A dummy that takes the value of one in case the predominant language in the ancestral country origin of bank
CEOs allows the omission of first-person singular pronouns in an independent clause and zero if not. We use
this variable as an instrument for bank CEO individualism in the 2SLS -IV models.

The level of individualism in the bank CEO’s ancestral country of origin based on data from the GLOBE study.
The original variable measures collectivism (the opposite of individualism) with a range of 0-7. To transform
the variable in order for this to denote individualism, we subtract the score for collectivism from 7.

The number of banks in the syndicate loan.

The share of the lead bank in the syndicate loan in terms of the dollar ($) value of the loan.

The ratio of the number of loans a firm has taken from a specific bank in the previous five years divided by the
number of total loans the same firm has taken over the same period.

A dummy variable that takes the value of for the periods that the National Bureau of Economic Research
(NBER) defines as recession periods and zero otherwise. The NBER recession periods in the timeline of our
study are March 2001 to November 2001 and December 2007 to June 2009. https://www.nber.org/research/
data/us-business-cycle-expansions-and-contractions

Ancestry.com,Hofstede et al.
(2010)

DealScan
DealScan
DealScan

Compustat
Compustat
Compustat
Compustat
Compustat
Compustat

Compustat Bank Fundamentals
Compustat Bank Fundamentals
Compustat Bank Fundamentals
ExecuComp

ExecuComp

DealScan

DealScan

Own estimations based on data
from DealScan

ExecuComp
ExecuComp

ExecuComp
BoardEx
BoardEx
BoardEx

BoardEx

Fincher et al. (2008)

Nash and Patel (2019)

GLOBE study (globeproject.

com)

DealScan
DealScan
DealScan

NBER
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Table 2
Summary statistics.

N Mean Median Std. Dev. p25 P75
IDV 27164 72.664 80 19.322 67 89
Fin Cov 27164 1.091 1.099 .28 1.099 1.386
Cov Int 27164 1.175 1.099 .594 .693 1.609
Other Cov 27164 1.053 1.099 .266 .693 1.099
Maturity 27164 3.792 4.094 .585 3.584 4.094
Loan amount 27164 19.566 19.519 1.178 18.826 20.426
Loan spread 27164 162.543 150 100.498 87.5 225
Firm size 27164 7.728 7.68 1.504 6.658 8.768
Firm performance 27164 .009 .011 .033 .003 .021
Firm tangibility 27164 .32 .246 .244 123 .479
Firm cash 26707 .082 .039 144 .014 .105
Firm efficiency 27164 1.113 .948 .809 .559 1.412
Firm sales 27164 14.727 15.05 221.591 7.826 27.787
Idiosyn. risk 23183 .071 .057 .049 .039 .088
Bank size 27164 12.485 12.298 1.354 11.433 13.555
Tier 1 capital 27164 .088 .089 .015 .078 .099
Loan loss provisions 27164 .005 .003 .005 .002 .006
CEO age 27164 4.044 4.043 .071 4.007 4.094
CEO vega 27164 5.849 6.178 1.201 5.074 6.853

This table reports summary statistics for the loan, borrowing firm, bank, monitoring, and bank CEO characteristics that we employ in the baseline models. Definitions

are available in Table 1.

study of 447 foreign investors in the Estonian stock market, Illiashenko
(2019) shows that individualism is related to a lower-risk attitude.
Furthermore, it is plausible to assume that managers from less individ-
ualistic societies could be less careful in terms of screening out risky
loans and apply more intense discretionary contractual clauses in
lending conditions. This latter view yields the following hypothesis:

H2: Lender individualism increases monitoring in the syndicated loan
market, ceteris paribus.

3. Sample

We construct a unique dataset to explore the relationship between
lender individualism, monitoring and borrower characteristics for U.S.
banks. We build a sample linking information on syndicate loans, banks,
CEOs’ ancestry, and borrowing firms. Data on syndicated loans come from
the DealScan database. We only consider the loans for which the
borrowing firms’ and banks’ data can be matched to Compustat, and the
financial variables employed in the study are available. The analysis is run
at the facility level in line with previous studies (e.g., Campello and Gao,
2017; Cumming et al., 2020; Croci et al., 2021). Indeed, the loan tranches
or facilities provide a more accurate picture of the syndicated loan market
as the lead agent could offer different contractual terms at this level.®

First, we identify the lead bank in each syndicate loan by employing
the ten-part ranking hierarchy developed by Chakraborty et al. (2018).
The lead bank performs the information screening and monitoring ac-
tivities and evaluates the borrowing firm’s creditworthiness. Further-
more, the lead bank negotiates the key contractual terms before
contacting a group of potential lenders to form the syndicate (Lin et al.,
2012). Once the loan agreement is signed, all the participants fund the
part(s) of the loan they are responsible for (Sufi, 2007).

A critical issue in our analysis is identifying the lender’s CEO origins.
For this, we follow Pan et al., (2017, 2020)’s approach which focuses on
the origin of the surname to retrieve ancestral information on bank
CEOs. First, we use the Execucomp database to collect the surnames of
all lender CEOs. We manually check lender CEOs’ surnames to detect
spelling errors and changes of family surnames and maiden names, in
cases of married female CEOs. For this part, we use various sources,
including state digital archives of marriage certificates, curriculum vitae
and online biographies. Once we identify a lead bank CEO’s surname,
we use three sources to identify ancestral cultural heritage. First, we use

3 A syndicated loan deal may contain more than one loan tranche (or facility).

Forebears website (forebears.io), which provides a preliminary indica-
tion of the country of origin based on CEOs’ surnames. Next, we use the
ancestry.com website, which collects information from the 1940 U.S.
Federal Census, and the immigration records of the New York, Passenger
and Crew Lists (Castle Garden and Ellis Island) during the 1820-1957
period. Then, as a robustness check, we compare these data with those
provided by the commercial database Origins Info (Hegde and Tumlin-
son, 2014). This, in turn, enables us to verify the ethnic origin of in-
dividuals based on their surnames.

We are aware that there could be CEOs of mixed ancestry. However,
this only concerns a small percentage of bank CEOs in the U.S. during the
sample period (Nguyen et al., 2018). In addition, cross-cultural wed-
dings among immigrants during the early twentieth century were rare
(Pagnini and Morgan, 1990). Finally, we check whether ethnic groups
coincide with current country borders. After collecting ancestry infor-
mation, we link the CEOs’ ancestral country of origin with the individ-
ualism index reported by Hofstede (2001) for several countries.” Data on
the board of directors come from BoardEx and ExecuComp. Our final
sample comprises 27,164 loans by 70 unique banks, led by 118 CEOs, to
1490 unique borrowers over the 1998-2017 period. Our sample is
similar to other studies in this research field (e.g., Hagendorff et al.,
2022).

4. Methodology

To test the effect of lender individualism on monitoring, our
empirical model adopts the following specification:

Loan_Monitoring;,;, = o+ BiIDVi, + BoFy i+ BsLis1 + BaBis1 + Ui,
(€]

where Loan Monitoring represents loan monitoring proxies, and f is the
syndicated facility initiated at time t and granted to borrower i with

4 The countries of origin of the CEO surnames in our sample are as follows:
Germany, France, the United Kingdom, Hungary, Ireland, Serbia, Russia,
Denmark, Greece, the United States, the Netherlands, Lithuania, Israel, Poland,
China, Italy, South Korea, and Slovakia. We assign the United States as a
country of origin to the CEOs for which the information on their ancestry is
missing from immigration records and the Origins Info Ltd database (com-
mercial vendor). Although there are limited cases with missing information, we
have rerun the baseline analysis by removing those observations in an unre-
ported table. Our results are robust to this test.
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lender b as the lead bank. We employ alternative measures of debt
covenants to proxy for banks’ monitoring, such as financial covenants
(FinCov), which are the primary covenant type applied in loan contracts,
and OtherCov, which include performance and capital covenants.” We
also introduce the measure of covenant intensity (CovInt) developed by
Bradley and Roberts (2015), which ranges from 0 to 6.% All dependent
variables are in logarithm form.

The primary variable of interest is IDV which is built based on the
Individualism Index provided by Hofstede (2001) at the time of loan
origination, t. This variable ranges from 0 to 100, with the highest values
indicating higher levels of individualism. Consistent with our expecta-
tions, IDV should exert a negative (positive) effect on loan monitoring.
Therefore, ; should have a negative (positive) and significant associa-
tion with the measures on loan monitoring. F is the vector of facility
characteristics, including Facility Amount, Maturity, and the
all-in-spread-drawn (AISD), which refers to the amount the borrower
pays in basic points over LIBOR for each dollar drawn down. L is the
vector of bank characteristics at time t-1, which includes bank size, tier 1
capital, loan loss provision. B is the vector of firm characteristics at time
t-1, which encompasses firm size, firm performance, firm efficiency, firm
sales, firm cash and tangibility. We also include the CEO’s risk incentives
as measured by the compensation Vega. All variable definitions are re-
ported in Table 1.

In addition, we saturate our models with year, firmxbank, and loan
type fixed effects to account for differences in time-invariant charac-
teristics. Firmxbank fixed effects allow us to infer the effect of lender
individualism within the same lender-borrower relationship while year
and loan type F.E.s allow us to account for time-invariant year and loan
type characteristics. All standard errors are double clustered at the firm
and bank levels. Tables 2 and 3 offer the summary statistics of the var-
iables we use in the baseline model.

5. Empirical analysis
5.1. Main findings

This section examines whether and, if so, to what extent, lender
individualism may affect loan monitoring in the syndicated market.
Table 4 presents the baseline results when estimating Eq. (1). In Column
1, we use FinCov (Financial covenants) at time t as a dependent variable.
Columns 2 and 3 present the results for covenant intensity and other
covenants at time t (respectively, CovInt and OtherCov).

We find that the coefficient estimates of IDV are negative and sig-
nificant at the 1% level for FinCov and OtherCov in Columns (1) and (3).
Regarding Covenant Intensity (CovInt), the coefficient estimate of IDV
continues to be negative and statistically significant, although at the
10% level. These results indicate that individualist lenders decrease the
covenant-based monitoring for their borrowing firms. These effects are
also economically significant. According to the specification in Column
1 of Table 4 regarding financial covenants, one unit increase in lender
individualism is associated with a 0.4% decrease in financial covenants
(—0.004 x100). Hence, a bank with a one-standard-deviation increase
in IDV (19.3), which is analogous to the difference in individualism

5 Following Deng et al. (2020), Performance covenants include maximum debt
to EBITDA, minimum EBITDA, minimum current ratio, minimum fixed-charge
coverage, minimum interest coverage, maximum senior debt to EBITDA, min-
imum cash-interest coverage, and minimum debt-service coverage; while Cap-
ital covenants include: number of capital covenants, which includes minimum
quick ratio, minimum current ratio, maximum debt to equity, maximum debt to
tangible net worth, maximum leverage, maximum senior leverage, minimum
net worth, and minimum tangible net worth.

 The six categories of covenants are: secured debt, dividend restrictions,
more than two restricted financial ratios, asset sweep, debt sweep, and equity
sweep.
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between a CEO with Polish heritage and a CEO with Hungarian heritage,
will lead to a 7.72% decrease in the use of financial covenants in the loan
contracts. The economic significance is similar for covenant intensity
(Column 2) and other covenants (Column 3).

These findings offer new insights into the monitoring-effort expla-
nation of CEO’s national culture. Specifically, we maintain that banks
led by highly individualist CEOs may adopt a soft monitoring style and
exert less monitoring effort. This result is consistent with the H1 positing
that lenders led by highly individualist CEOs could be more over-
confident about the accuracy of the information on borrowers, thereby
underestimating the risks associated with syndicated loans. Conse-
quently, they require less strict contractual terms.”

In Table 5, we rerun the analysis by considering alternative measures
of monitoring style of banks led by individualist CEOs. For this scope, we
introduce a dummy variable, Performance Pricing, which is equal to one
if the loan contract embeds a performance pricing option that allows the
lender to control the borrower’s business prospects (Ross, 2010; Delis
et al., 2017) and zero otherwise. As Delis et al. (2017) point out, Per-
formance pricing is used to proxy for the hard monitoring incentives of
banks. We then add a dummy variable, Collateral, which is equal to one if
the loan is secured with collateral, and zero otherwise. Column 1 of
Table 5 shows that IDV is negatively and significantly related to Per-
formance Pricing. On the other hand, IDV does not seem to be linked with
the variable Collateral. Collateral helps banks reduce adverse selection in
asymmetric information and when the borrowers’ prospects are poor
(Karapetyan and Stacescu, 2014; Rajan and Winton, 1995). Conversely,
covenants are valuable monitoring tools because they allow banks to
renegotiate more often (Gustafson et al., 2021). Furthermore, as pointed
out by Sufi (2007), we also highlight that one drawback of DealScan is
that many collateral data could be missing. Finally, we do not have in-
formation on the value of the collateral but rather on whether it is
embedded in the loan contracts. These could be possible explanations for
the lack of significance of collateral compared to covenants.

Next, we analyze individualist CEOs’ monitoring style by considering
the type of information (soft or hard) employed by the lead bank during
the monitoring process. For this analysis, we follow Delis et al. (2017) by
regressing the loan amount (weighted by the bank’s shares in the syn-
dicate) on the following variables: Downgrading, Default, Financial cov-
enants, Collateral, Maturity, Performance pricing, and a set of bank
dummies. The explanatory variables refer to hard information. There-
fore, we use the residuals derived from the regression to proxy for soft
information. Column 3 shows that IDV is positively and significantly
related to Soft Information. The above findings suggest that banks led by
highly individualist CEOs tend to rely less on hard information. At the
same time, they use more intensively soft information in the process of
loan monitoring.

Finally, we test whether banks led by highly individualist CEOs tend
to retain a larger share of loans rather than preferring dispersed
ownership and diversification of risk exposure across lenders. In general,
the lead bank has incentives to syndicate bad or risky loans and thus
retain a lower loan fraction (Ivashina, 2009). However, highly individ-
ualist bank CEOs could overweight their own information on borrowing
firms in the syndicated market and thus, underestimate the due dili-
gence and monitoring effort required by a loan. Consequently, banks led
by highly individualist CEOs would retain a larger loan share while
selling larger loan parts to syndicate participants. Another explanation
could be that banks led by highly individualist CEOs prefer to retain
more shares to fully place the loan instead of comprising other lenders
on contractual terms. This phenomenon stems from the fact that indi-
vidualist people have their own goals that tend to prevail over those of

7 We have also explored whether there is a non-linear relationship between
IDV and loan covenants’ conditions. Untabulated results, available upon
request, show that the quadratic term of IDV is not significantly related to the
dependent variables.
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the group (Zheng et al., 2013). For this reason, they could refrain from
negotiating with other individuals to avoid modifying their own initial
targets.

For this analysis, following previous studies (e.g., Sufi, 2007; Iva-
shina, 2009; Lin et al., 2012; Delis et al., 2020), we introduce the
following two variables to analyze the syndicate structure: i) Syndicate
size, which is the logarithm number of lenders (in addition to the lead
bank); ii) Bank allocation, which is the share of the loan held by the lead
bank. Columns 4 and 5 of Table 5 report the estimation results. Our
findings show that IDV has a positive and significant effect on both
Syndicate size, the number of lenders, and Bank allocation, the share held
by the lead agent. All the coefficients are significant at the 1% level (5%
level for Syndicate size). Overall, our main findings suggest that banks led
by highly individualist CEOs prefer to retain a larger loan share and deal
with a larger number of lenders. This finding suggests that lead banks
with more individualist CEOs prefer dispersed ownership. However,
they do not diversify their risk exposure across other lenders as they
retain a larger loan share.

6. Robustness checks and additional analysis

This section presents a battery of additional tests that we carry out to
rule out alternative stories and assess the robustness of our findings. As
an additional test, we verify whether the lending style can be affected by
CEOs’ characteristics, such as CEO tenure, compensation, CEO duality
and bank governance (Section 6.1). Then, we explore whether lending
contractual conditions change during periods of economic downturn
(Section 6.2). Next, we run additional tests to remove potential bias due
to endogeneity concerns (Section 6.3) and omitted cultural variables
(Section 6.4). We also verify whether our baseline results are robust to
alternative measures of lenders’ individualism (Section 6.5). Finally, we
control for bank-borrower relationships (Section 6.6).

6.1. Bank governance and CEO characteristics

In this section, we first investigate the potential moderation effects of
CEO cash compensation (measured as the sum of cash salary and cash
bonus), CEO tenure and CEO duality, which is the practice of the CEO
serving as the chairman of the board of directors. On the one hand, CEO
tenure could be related to CEO power (Haynes and Hillman, 2010), thus
amplifying the negative effect of CEO individualism on monitoring. On
the other hand, CEO tenure could also proxy for the CEO’s level of risk
aversion (Coles et al., 2006). This is because CEOs with longer tenure
tend to be more entrenched and thus more willing to avoid risk (Berger
etal., 1997). Cash compensation can also affect the risk choices made by
individualist bank CEOs. While compensation practices in the banking
industry are usually associated with excessive risk-taking (e.g., Bebchuk
and Spamann, 2010), Vallascas and Hagendorff (2013) show that CEO
cash bonuses lower the risk preferences of the CEO. Similarly, Berger
et al. (1997) maintain that CEOs who receive higher cash compensation
are more likely to be entrenched and seek to avoid risk. Drawing on this
literature, we thus explore the moderating role of CEO tenure and cash
compensation on the relationship between a CEO’s individualism and
monitoring in the lending market. Table 6 shows the results of this ex-
ercise. Columns 1-3 of Table 6 examine whether CEO cash compensation
may alter the monitoring effort of lenders led by individualist CEOs,
while Columns 4-6 focus on CEO tenure. We find that the coefficients of
the interaction term between CEO cash compensation and IDV are all
significantly and positively related to loan covenants’ variables, sug-
gesting that compensation may help spur the monitoring quality of
individualist CEOs. We find similar results for CEO tenure. This finding is
consistent with studies positing that CEOs with longer tenure and higher
cash compensation are more willing to avoid risk (Berger et al., 1997;
Guay, 1999; Coles et al., 2006). Thus, CEO tenure and cash compensation
moderate the negative effect of IDV on loan covenants.

The analysis of CEO duality is motivated by the fact that duality
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confers CEOs with greater power (e.g., Daily and Johnson, 1997) and
more discretion in exercising that power (Finkelstein et al., 2009). Thus,
CEOs’ individualism could affect loan monitoring more if a CEO can also
exert greater power on the board of directors. To address this issue, we
assign the value of 1 for the cases in which the CEO is not also the
Chairman and 0 for CEO non-duality.® Columns 7-9 of Table 6 show that
the interaction term coefficient between IDV and CEO non-dudlity is
significantly and positively related to the loan monitoring variables.
This result provides evidence of the moderating effect of limited CEO
power on the negative relationship between individualism and loan
monitoring, in terms of CEOs not having a dual role as board directors.

Next, we test whether our findings are affected by the quality of the
banks’ board governance. Previous studies acknowledge that board
composition plays an essential role in bank risk profile and lending
strategies (e.g., Sun and Liu, 2014; Vallascas et al., 2017; Nguyen et al.,
2018). In line with these studies, we include the following variables as
additional controls in the regression: i) Board Size, which is the loga-
rithm of the number of board members; ii) Board Independence, which is
the ratio of the number of independent directors divided by the number
of directors of a board; iii) Female ratio, which is the ratio of female
directors on the board; and iv) Audit Committee, which is the ratio of the
number of directors serving in the audit committed, divided by the
number of directors. Data on governance come from BoardEx. Table 7
shows that our results continue to hold when controlling for these
additional governance measures, even if the number of observations
drops due to data limitations.’

We also investigate the moderating role of board monitoring on
individualist CEOs’ effectiveness in performing their monitoring and
advising duties in the syndicate lending market. For this purpose, we
analyze the interaction between the board characteristics with IDV.
Panel A of Table 8 shows that the coefficient of the interaction term
between Board Size and IDV is positively and significantly related to
FinCon, CovInt, and OtherCov at 1% or 5% significance level. This result
suggests that Board Size is crucial in moderating individualist CEOs’
effectiveness in providing lending guidance and advice. Panels B, C and
D of Table 8 focus respectively on the moderating role of Board Inde-
pendence, Female Ratio and Audit Committee on loan covenant re-
quirements. Board Composition and Audit Committee appear to increase
the monitoring intensity exerted by individualist CEOs. However, this
moderating effect is not significant. Instead, the coefficient of the
interaction term between the Female Ratio and IDV is positively and
significantly related to all the loan covenants’ measures. This finding
suggests that a high number of female directors on the board may
contribute to making individualist CEOs’ risk assessment in the lending
market more conservative. This result is in line with the literature sug-
gesting that more gender-diverse boards may possess more information
and, therefore, have the potential to make better and more conscious
investment decisions (de Haan and Vlahu, 2016).

6.2. Recession periods

An increasing number of studies highlights the cyclicality in the
supply of business credit (see for example, Ivashina and Scharfstein,
2010). This cyclicity can stem from shocks to borrowers’ collateral,
which affect firms’ ability to raise capital and exacerbates the asym-
metric information with lenders. It could also originate from shocks to
bank capital, which may affect the supply of bank loans. In this context,

8 We found that about 70% of the CEOs are also the Chairperson of the board.
After matching bank board variables from BoardEx with the syndicate loan
information, we found that almost 89% of the loans in our sample are associ-
ated with banks led by CEOs with a dual role. This is because some banks give
more loans than others to different borrowing firms. Hence, clustering our
standard errors by bank and firm is a rational choice.

9 BoardEx holds data on a limited number of banks pre-2004.
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Table 3
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This table reports the correlation coefficients for loan, borrowing firm, bank, monitoring and bank CEO characteristics that we employ in the baseline models. Definitions are available in Table 1.
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Table 4
Lender individualism and borrower monitoring: baseline model.
(@))] ) 3
Dep. Var.: Fin Cov Cov Int Other Cov
DV -0.004 * ** -0.003 * -0.005 * **
(0.001) (0.001) (0.001)
Maturity -0.017 * 0.004 -0.014
(0.010) (0.024) (0.010)
Loan amount -0.006 * 0.024 * ** -0.002
(0.004) (0.008) (0.004)
Loan spread 0.000 * ** 0.001 * ** 0.000
(0.000) (0.000) (0.000)
Firm size -0.013 -0.084 * ** -0.006
(0.012) (0.024) (0.012)
Firm performance -0.097 -0.343 -0.019
(0.120) (0.361) (0.099)
Firm tangibility -0.205 * ** -0.232 * -0.154 * *
(0.064) (0.134) (0.067)
Firm efficiency -0.011 0.033 -0.013
(0.019) (0.039) (0.022)
Firm sales -0.000 * ** 0.000 -0.000 * **
(0.000) (0.000) (0.000)
Firm cash 0.089 * 0.135 0.018
(0.050) (0.090) (0.049)
Bank size -0.000 -0.022 -0.007
(0.011) (0.025) (0.008)
Tier 1 capital 0.012 0.382 -0.151 *
(0.116) (0.229) (0.088)
Loan loss provision -0.490 -1.947 * -0.873
(0.457) (1.104) (0.576)
CEO vega 0.004 * ** 0.012 * ** 0.003 * **
(0.001) (0.003) (0.001)
CEO age 0.033 0.011 0.034 * *
(0.022) (0.058) (0.016)
Observations 24,106 24,106 24,106
R-squared 0.842 0.799 0.823
Bank*Firm FE Yes Yes Yes
Year F.E. Yes Yes Yes
Loan type F.E. Yes Yes Yes

This table examines the relation between bank CEO individualism and borrower
monitoring measures. Standard errors are double-clustered at the bank and
borrowing firm levels. Definitions of all variables are in Table 1. Standard errors
are in parentheses. * ** , * * and * indicate significance at the 1%, 5% and 10%
levels, respectively.

lenders may exert more monitoring efforts and tighten lending condi-
tions. More borrowers could consider loan syndications an alternative to
capital market instruments and are more likely to ask for syndicated
loans during recessionary periods.'? Consequently, even lenders with
individualist CEOs could focus more attention on their contractual
lending conditions. To address this issue, we explore whether lenders
with individualist CEOs behave differently during bad and good times.
For this purpose, we build a variable called Recession NBER, which is
defined according to NBER recession periods.'' From an empirical
viewpoint, we analyze the interactions between Recession NBER and IDV
to establish whether CEOs’ individualism exerts a different impact on
loan covenants according to whether the lender provides a loan during a
period of recession or economic expansion. Table 9 shows that the
interaction term IDV*Recession NBER is positively and significantly
related to loan covenants. '“This finding indicates that lenders with

10 we thank an anonymous reviewer for pointing out this issue.

1 Data retrieved from US Business Cycle Expansions and Contractions | NBER.
The NBER recession periods in the timeline of our study are March 2001 to
November 2001 and December 2007 to June 2009.

12 In untabulated results, we also considered the GDP growth rate at the na-
tional level, allowing us to explore individualism’s effect on loan covenants
during good times. We find that the interaction term IDV*GDP growth rate has a
negative and significant association with loan covenants’ requirements. This
result suggests that lenders with individualist CEOs exert less monitoring in
expansionary periods.



T. Bermpei et al.

Journal of Financial Stability 66 (2023) 101123

Table 5
Lender individualism and borrower monitoring: other monitoring measures and syndicate loan structure.
(€8] ) 3) 4 %)
Dep. Var.: Perf Pricing Collateral Soft Information Syndicate size Bank Allocation
DV -0.003 * ** 0.001 0.012 * ** 0.003 * * 0.002 * **
(0.001) (0.001) (0.005) (0.001) (0.000)
Bank allocation -0.030 * **
(0.002)
Syndicate size -0.095 * **
(0.008)
Observations 24,106 24,106 8511 11,503 11,503
R-squared 0.542 0.831 0.854 0.929 0.890
Control Vars Yes Yes Yes Yes Yes
Bank*Firm FE Yes Yes Yes Yes Yes
Year F.E. Yes Yes Yes Yes Yes
Loan type F.E. Yes Yes Yes Yes Yes

This table examines the relation between bank CEO individualism with other borrower monitoring measures (performance pricing, collateral, and soft information)
and syndicate loan structure measures (syndicate size and lead bank allocation). Standard errors are double-clustered at the bank and borrowing firm levels. Defi-

nitions of all variables are in Table 1. Standard errors are in parentheses.

, * *, and * indicate significance at the 1%, 5% and 10% levels, respectively.

Table 6
Lender individualism and borrower monitoring: the moderating effect of other CEO attributes.
@™ 2) 3) [©)] %) 6) (7) 8) (C)]
Dep. Var.: Fin Cov Cov Int Other Cov Fin Cov Cov Int Other Cov Fin Cov Cov Int Other Cov
DV -0.011 * -0.016 * * -0.021 * ** -0.012 * ** -0.007 * * -0.012 * ** -0.006 * ** -0.004 * * -0.007 * **
(0.006) (0.007) (0.006) (0.002) (0.003) (0.002) (0.001) (0.002) (0.001)
CEO cash compensation -0.002 -0.005 -0.007 0.002 0.001 0.002 0.004 * 0.002 0.003
(0.004) (0.006) (0.005) (0.002) (0.004) (0.003) (0.002) (0.004) (0.003)
IDV*CEO cash compensation 0.002 * * 0.001 * * 0.003 * **
(0.001) (0.001) (0.001)
CEO tenure 0.001 0.003 0.000 -0.007 * * -0.000 -0.006 * * 0.000 0.002 0.000
(0.001) (0.002) (0.001) (0.003) (0.006) (0.002) (0.001) (0.002) (0.001)
IDV*CEO tenure 0.001 * ** 0.000 0.001 * **
(0.000) (0.001) (0.000)
CEO non-duality -0.016 * -0.029 -0.007 -0.023 -0.041 -0.021 -0.114 * * 0.007 -0.102 * *
(0.009) (0.020) (0.011) (0.024) (0.028) (0.025) (0.055) (0.036) (0.047)
IDV*CEO non-duality 0.013 * 0.007 * * 0.011 * **
(0.007) (0.003) (0.003)
Observations 21,558 21,558 21,558 21,558 21,558 21,558 21,558 21,558 21,558
R-squared 0.845 0.853 0.825 0.849 0.855 0.830 0.849 0.855 0.829
Control Vars Yes Yes Yes Yes Yes Yes Yes Yes Yes
Bank*Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year F.E. Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan type F.E. Yes Yes Yes Yes Yes Yes Yes Yes Yes

This table examines the moderating effect of CEO cash compensation, tenure, and non-duality on the relationship between bank CEO individualism and borrower
monitoring. Standard errors are double-clustered at the bank and borrowing firm levels. Definitions of all variables are in Table 1. Standard errors are in parentheses.

* %% %% and * indicate significance at the 1%, 5% and 10% levels, respectively.

individualist CEOs exert more monitoring efforts in recessionary pe-
riods. This finding is consistent with the view that banks can tighten loan
contract conditions during a period of turmoil (e.g., Berger et al.,
2021a).

6.3. Endogeneity concerns and turnover

One concern could be that the degree of individualism of the bank
CEOs could be correlated with other cultural characteristics in their
ancestral country of origin. For example, an individual with orientation
towards the self (more individualist rather than collectivist) versus the
group could exhibit less trust in others (Huff and Kelley, 2003;
Kiffin-Petersen and Cordery, 2003). To mitigate this concern, we rerun
our analysis using the instrumental variables/two-stage least squares
(IV/2SLS) estimation method. Following previous studies (e.g., Fincher
et al., 2008; Gorodnichenko and Roland, 2011; Boubakri and Saffar,
2016; Berger et al., 2021b), we use the historical prevalence of patho-
gens in the ancestral country of origin, Pathogen, to construct the indi-
vidualism instrument. According to Fincher et al. (2008), individualism
is more likely to occur in societies that have historically experienced a

lower prevalence of pathogens. At the same time, this instrument is
plausibly exogenous to borrowers’ risk. In line with this conjecture, the
first-stage analysis of 2SLS in Columns 1-3 of Table 10 shows a signif-
icant and negative association between the variable measuring the
pathogen prevalence in the ancestral country of origin and IDV. More-
over, the second-stage models where the dependent variables are Fin-
Cov, Covint, and OtherCov mirror the baseline findings in Table 4. This
test mitigates endogeneity concerns.

We also consider an alternative instrument, Pronoun, which takes the
value 1 if the predominant language in a CEO’s ancestral country of
origin allows the omission of first-person singular pronouns in an in-
dependent clause (such as “I” in English) and 0 if not. Nash and Patel
(2019) show that many studies use linguistic-based instruments to mark
individualism (e.g., Cai et al., 2022). Kashima and Kashima (1998)
argue that specific pronouns signal the prominence of individualism in a
culture. The potential omission of subject-indexing pronouns (i.e.,
“pronoun drop”) indicates the relation between the individual and the
group. They posit that a language’s rules regarding “pronoun drop”
capture whether a culture focuses more on the individual or the group.
Hence, we expect a negative association between the Pronoun
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Table 7
Lender individualism and borrower monitoring: controlling for lender’s corpo-
rate governance.

Table 8
Lender individualism and borrower monitoring: the moderating effect of
lender’s corporate governance.
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(€8] 2 3 Panel A: Board size (€] (@3] 3)
Dep. Var.: Fin Cov Cov Int Other Cov Dep. Var.: Fin Cov Cov Int Other Cov
DV -0.005 * ** -0.003 * -0.005 * ** DV -0.027 * ** -0.024 * ** -0.012 * **
(0.001) (0.001) (0.001) (0.009) (0.004) (0.002)
Board Size -0.077 * * -0.019 -0.063 * * Board Size -0.148 * ** -0.042 -0.086 * **
(0.036) (0.077) (0.029) (0.038) (0.079) (0.027)
Board Independence -0.060 0.009 -0.050 IDV*Board Size 0.010 * * 0.010 * ** 0.003 * **
(0.068) (0.112) (0.066) (0.004) (0.002) (0.001)
Female ratio -0.014 -0.006 -0.063 Board Independence -0.060 0.047 -0.050
(0.081) (0.186) (0.084) (0.068) (0.113) (0.066)
Audit Committee 0.111 * ** 0.094 0.114 * ** Female Ratio -0.015 0.028 -0.063
(0.036) (0.071) (0.028) (0.081) (0.205) (0.087)
Observations 16,637 16,637 16,637 Audit Committee 0.111 * ** 0.128 0.114 * **
R-squared 0.840 0.855 0.824 (0.036) (0.077) (0.028)
Control Vars Yes Yes Yes Observations 16,637 16,637 16,637
Bank*Firm FE Yes Yes Yes R-squared 0.840 0.806 0.824
Year F.E. Yes Yes Yes Panel B: Board Independence 1) 2) 3)
Loan type F.E. Yes Yes Yes Dep. Var.: Fin Cov Cov Int Other Cov
- - - . . DV -0.007 * * -0.002 * -0.006 * **
This table examines the relation between bank CEO individualism and borrower (0.003) (0.001) (0.002)
monitoring while controlling for banks’ corporate governance characteristics. Board Independence -0.080 .0.029 .0.054
Standard errors are double-clustered at the bank and borrowing firm levels. (0.057) (0.114) (0.064)
Definitions of all variables are in Table 1. Standard errors are in parentheses. IDV*Board Independence 0.003 0.001 0.005
* % ox and * indicate significance at the 1%, 5% and 10% levels, respectively. (0.003) (0.001) (0.009)
Board Size -0.077 * * -0.012 -0.063 * *
. L (0.036) (0.084) (0.029)
instrument and IDV. Columns 3-6 of Table 10 show that the association Female Ratio 0.014 0.043 0.062
between the instrument Pronoun and IDV is negative and highly signif- (0.081) (0.204) (0.084)
icant in the first stage. In the second stage, the results of IDV with respect Audit Committee 0.111 * ** 0.125 0.079
to FinCov, Covint, and OtherCov are consistent with the results of the Observati (1%%3367) (1%%?7) 5%273‘;)

. . . . servations X X X
baseline rn‘odels. Finally, 11} Folumns 7-9 of‘Table 10, we use b’oth in- Resquared 0.840 0.861 0.824
struments in the same specification and continue to find a negative and Control Vars and F.E. in all panels
significant coefficient for IDV. We run the diagnostic tests for over- and Control Vars YES YES YES
under-identification and weak identification in the instrumental vari- Banlc*Firm FE YES YES YES

L i . . Year FE YES YES YES
able est1mat19ns. Specifically, in th.e models tf}at use two instruments, Loan type FE YES YES YES
we cannot reject the null hypothesis that the instruments are uncorre- -
lated with the error term, as demonstrated by the insignificant Hansen Panel C: Female ratio W @ ®
J-statistic. We also cannot reject the null hypothesis that the excluded Dep. Var.: Fin Cov Cov Int Other Cov
instruments are not correlated with the endogenous regressors, using the DV -0.008 * ** -0.006 * ** _0.008 * **
Kleibergen-Paap rk L.M. statistic and that the instruments are not weak (0.002) (0.002) (0.001)
as shown by the Kleibergen-Paap rk Wald F-statistic and its comparison Female Ratio -0.173 > * -0.224 -0.200 *
with critical values. . (0.084) . (0.184) (0.096)

. . IDV*Female Ratio 0.022 * ** 0.036 * ** 0.019 * *

As a further analysis, we use a subsample of banks with CEO turnover (0.008) 0.011) (0.009)
events to mitigate reverse causality concerns. The turnover setup allows Board Size 10.076 * * 0.030 10.063 * *
us to infer the impact of variation in lender individualism by considering (0.036) (0.076) (0.029)
the bank CEOs’ replacement. For this analysis, we follow Francis et al. Board independence -((())'gglg) ?(-)014162) ;g-gig)
(2013) to create g variable called Post that takes the value equal to 1 for Audit Committee 0111 * ** 0.128 * 0.114 * **
the three-year window after the bank CEO turnover event and 0 other- (0.036) 0.074) (0.028)
wise. We consider the banks that experience a change in the level of Observations 16,637 16,637 16,637
CEOs’ individualism from below the sample median to above the sample R-squared ) 0.840 0.806 0.824
median, as treated banks. Instead, our control sample comprises banks Panel D: Audit Committee (1_) @ )

ith b hat d . h £ bel h Dep. Var.: Fin Cov Cov Int Other Cov
with a CEO turnover but that do not experience a change from below the DV 0.011 * .0.018 0.014 * *
sample median to above the sample median in individualism or (0.006) 0.012) (0.005)
vice-versa. In other words, we use as a control sample banks whose CEO Audit Committee 0.111 * * 0.099 0.120 * **
turnover does not lead to a cultural change in terms of a jump above or (0.042) (0.088) (0.034)
. PP . 13 IDV*Audit Committee 0.005 0.016 0.008
below the sample median of CEO individualism. (0.085) 0.220) (0.087)

A negative coefficient for the interaction term Post*Treated would Board Size 0.074 * 0.028 0.069 * *
indicate a decrease in monitoring effort due to the variation in lender (0.038) (0.081) (0.031)
individualism because of CEO replacement. Table 11 shows that loan Board Independence -0.131 * * -0.011 -0.133 * *
covenants decrease after their lenders are subject to a transition from . (0.064) (0.119) (0.059)

Female Ratio -0.033 0.124 -0.088
(0.085) (0.220) (0.087)
Observations 16,637 16,637 16,637
13 We detect 39 turnover cases over the period of analysis. Specifically, 15 Resquared . 0.850 0.814 0.835
c e . . L . Control Vars and F.E. in all panels
cases refer to low individualist CEOs replaced by high individualist CEOs Bank*Firm FE YES YES YES
(treated sample), while 12 cases are related to CEO turnovers that do not Year FE YES YES YES
involve a change in individualism (control sample). There are also 11 cases Loan type FE YES YES YES

regarding high individualist CEOs being replaced by low individualist CEOs.
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This table examines the moderating effect of lender’s corporate governance on
the relationship between bank CEO individualism and borrower monitoring
while controlling for banks’ corporate governance characteristics. Panel A fo-
cuses on Board Size, Panel B focuses on Board Independence, Panel C focuses on
Female Ratio, and Panel D focuses on the Audit Committee. Standard errors are
double-clustered at the bank and borrowing firm levels. Definitions of all vari-
ables are in Table 1. Standard errors are in parentheses. * ** , * * and * indicate
significance at the 1%, 5% and 10% levels, respectively.

Table 9
Lender individualism and borrower monitoring: Differential impact between
recessions and growth periods.

@™ (2) 3)
Dep. Var.: Fin Cov Cov Int Other Cov
DV -0.004 * ** -0.003 * -0.005 * **
(0.001) (0.002) (0.001)
IDV*Recession NBER 0.002 * * 0.004 0.002 * *
(0.001) (0.003) (0.001)
Observations 24,106 24,106 24,106
R-squared 0.842 0.799 0.825
Control Vars Yes Yes Yes
Bank*Firm FE Yes Yes Yes
Year F.E. Yes Yes Yes
Loan type F.E. Yes Yes Yes

This table examines the differential relationship between bank CEO individu-
alism and borrower monitoring during periods of recession. Standard errors are
double-clustered at the bank and borrowing firm levels. Definitions of all vari-
ables are in Table 1. Standard errors are in parentheses. * ** , * * and * indicate
significance at the 1%, 5% and 10% levels, respectively.

less to more CEO individualism.'*

6.4. Other national cultural dimensions

We further test whether individualism captures different dimensions
of cultural heritage and, if so, whether its effect entails that of other
cultural heritage variables. There is extensive literature investigating
the effect of individualism as a cultural driver of corporate risk-taking
and investment. However, several studies also focus on other cultural
dimensions, such as uncertainty avoidance, tolerance for hierarchical
relationships and masculinity (e.g., Kanagaretnam et al., 2011; Li et al.,
2013; Berger et al., 2021b). Following the procedure suggested by Eun
et al. (2015), we rerun the baseline model by including the residuals
derived from regressing individualism against the other three main
Hofstede (2001) cultural heritage characteristics, as explanatory vari-
ables. In this way, we overcome possible multicollinearity issues be-
tween individualism and other cultural dimensions, such as uncertainty
avoidance (U.A.), masculinity (M.A.S.), and power distance (P.D.)."°
Table 12 suggests that our main findings are robust to possible multi-
collinearity issues between individualism and other cultural heritage
dimensions, which could affect the bank CEOs’ decision-making.

Interestingly, uncertainty avoidance appears to be significantly and
positively related to loan covenants. This finding may suggest that CEOs
with ancestry in high uncertainty avoidance countries may eschew risks
(Berger et al., 2021b). We also find a significant and positive effect of P.
D. on loan covenants. Bank CEOs whose origins can be traced to high

14 In an untabulated result, we consider the banks that experience a change in
the level of CEOs’ individualism from high the sample median to below the
sample median as treated banks. In this case, we find an increase of monitoring
effort due to the variation in lender individualism because of CEO replacement.

15 Uncertainty Avoidance (UA) refers to the degree to which the members of a
society feel uncomfortable with uncertainty and ambiguity; Masculinity (MAS)
is the degree to which a society is considered masculine versus feminine; Power
Distance (PD) is the degree to which the less powerful members of a society
accept and expect that power is distributed unequally.
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power distance countries may be more inclined to value their
high-ranking position and, in turn, be more skeptical about undertaking
risky activities that could compromise their status. Indeed, countries
with high power distance exhibit a predominance of authoritarian
norms, conformity and loyalty, which usually lead to a low tolerance for
deviations in behavior (Hofstede, 1984; Doney et al., 1998).

6.5. Alternative measure for IDV

This additional analysis investigates whether our main evidence is
robust to an alternative lender’s individualism measure. Following
Berger et al. (2021b), we replace individualism with a transformed
version of the cultural dimension CLT GLOBE, retrieved from the Global
Leadership and Organizational Behavior Effectiveness (GLOBE) project
(see House et al., 2004 for more details), which captures collectivism
practice values, the opposite of individualism at the country level. To
make CLT GLOBE comparable with IDV, we subtract the respective value
assigned to each country from the maximum value taken up by CLT
GLOBE. Table 13 presents the regression results based on this alternative
measure of CLT GLOBE, called IDV GLOBE. Consistent with our earlier
findings, the coefficient of IDV GLOBE is negatively and significantly
related to FinCov, Covint, and OtherCov, in line with the baseline findings
in Table 4.

6.6. Controlling for relationship lending

Loan covenants could also be affected by the existing bank-borrower
relationship. Previous studies find that in longer banking relationships,
interest charges and collateral required by banks are reduced (Berger
and Udell, 1995; Degryse and Cayseele, 2000; Sufi, 2007; Bharath et al.,
2011). It could also be that lenders with individualist CEOs require less
stringent loan covenants for certain borrowers because of the
bank-borrower relationship. To mitigate such a concern, we follow
Bharath et al. (2011) and build a variable called relationship lending by
considering the number of loans a lead bank provides to the same
borrower in the last five years, divided by the total loans of the borrower
in the last five years.'® Table 14 shows that after controlling for rela-
tionship lending, IDV still impacts loan covenant variables negatively
and significantly, mitigating the possibility that existing bank-borrower
relationships drive our findings.

7. Conclusions

This paper investigates the role of lender individualism in shaping
bank monitoring in the syndicated loan market using a novel dataset of
27,164 syndicated loan facilities, granted between 1998 and 2017. Our
results show that individualist lenders exert lower monitoring effort as
they require less stringent covenant-based monitoring requirements,
which substitute for monitoring in lending contracts (Gustafson et al.,
2021); they also set less strict contractual conditions. Our results are
robust to the use of alternative measures of loan monitoring, such as
performance pricing. Furthermore, our findings indicate that these
lenders rely more on soft information during the monitoring process
than on mechanisms related to hard information. This could contribute
to enhanced asymmetric problems between lenders and borrowing
firms. We also provide evidence that individualist lenders retain a larger
loan share and deal with a larger number of lenders.

Our analysis shows that CEO tenure, cash compensation and CEO
non-duality lower the risk attitude of banks led by individualist CEOs in
the lending market. We also find that board size and female directors
improve banks led by individualist CEOs’ effectiveness in performing
their monitoring duties. Finally, we find that the negative relationship

16 Average relationship lending intensity (i.e., the proportion of previous loans
from the same lead bank as a proportion of total loans) is 0.39.
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Table 10
Lender individualism and borrower monitoring: instrumental variable estimations.
@ (2 3 4 5) 6) @) ® (©)]
Dep. Var.: Fin Cov Cov Int Other Cov Fin Cov Cov Int Other Cov Fin Cov Cov Int Other Cov
Instrumented IDV -0.003 * * -0.003 * ** -0.003 * * -0.005 * ** -0.006 * * -0.006 * ** -0.003 * ** -0.004 * ** -0.004 * **
(0.001) (0.001) (0.001) (0.000) (0.002) (0.002) (0.001) (0.001) (0.001)
1st Stage
Pathogen -0.491 * ** -0.491 * ** -0.491 * ** -0.373 * ** -0.373 * ** -0.373 * **
(0.058) (0.058) (0.058) (0.057) (0.057) (0.057)
Pronoun -0.417 * ** -0.417 * ** -0.417 * ** -0.158 * ** -0.158 * ** -0.158 * **
(0.093) (0.093) (0.093) (0.036) (0.036) (0.036)
Observations 22,124 22,124 22,124 22,124 22,124 22,124 22,124 22,124 22,124
R-squared 0.041 0.045 0.009 0.041 0.045 0.008 0.041 0.045 0.009
UIT p-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
WIT 71.59 71.59 71.59 20.133 20.133 20.133 78.238 78.238 78.238
With critical value 16.38 16.38 16.38 16.38 16.38 16.38 19.93 19.93 19.93
OIT p-value 0.159 0.407 0.122
Control Vars Yes Yes Yes Yes Yes Yes Yes Yes Yes
Bank*Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year F.E. Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan type F.E. Yes Yes Yes Yes Yes Yes Yes Yes Yes

This table examines the relation between the instrumented bank CEO individualism and borrower monitoring with two-stage least-squares instrumental variable
specifications (2SL-IV). The instruments used are the level of pathogens in the ancestral country origin of bank CEOs (Pathogen) and a dummy that takes the value of
one in case the predominant language in the ancestral country origin of bank CEOs allows the omission of first-person singular pronouns in an independent clause and
zero if not (Pronoun). The first stage includes all control variables and uses IDV as the dependent variable. UIT is the under-identification L.M. test by Kleibergen and
Paap, which requires a value lower than 0.05 to reject the null hypothesis at the 5% level. WIT is the Wald F-statistic of the weak identification test by Kleibergen and
Paap, which must be higher than its critical value to reject the null hypothesis. OIT is the over-identification test of Hansen, which requires a value higher than 0.05 to
reject the null hypothesis at the 5% level. Standard errors are double-clustered at the bank and borrowing firm levels. Definitions of all variables are in Table 1.
Standard errors are in parentheses. * ** , * *, and * indicate significance at the 1%, 5% and 10% levels, respectively.

Table 11 Table 12
Lender individualism and borrower monitoring: evidence from bank CEO Lender individualism and borrower monitoring: controlling for other cultural
turnovers. heritage characteristics.
1) 2 3 @ (2 3)
Dep. Var.: Fin Cov Cov Int Other Cov Dep. Var.: Fin Cov Cov Int Other Cov
Post*Treated -0.014 * * -0.017 * ** -0.012 * ** IDV residuals -0.121 * ** -0.084 * -0.149 * **
(0.005) (0.006) (0.004) (0.024) (0.047) (0.021)
Observations 10,325 10,325 10,325 P.D. residuals 0.162 * ** 0.123 * ** 0.159 * **
R-squared 0.803 0.816 0.774 (0.026) (0.039) (0.022)
Control Vars Yes Yes Yes MAS residuals -0.010 0.177 * ** 0.008
Bank*Firm FE Yes Yes Yes (0.021) (0.030) (0.024)
Year F.E. Yes Yes Yes U.A. residuals 0.117 * ** 0.134 * ** 0.142 * **
Loan type F.E. Yes Yes Yes (0.028) (0.034) (0.020)
This table examines the relation between bank CEO individualism and borrower 122?::?;0“5 §4é‘1‘26 347’386 32;26
monitoring using bank CEO turnovers. Treated is a variable representing a Control Vars Y.es Y'es Y'es
turnover from a low to a high individualism bank CEO based on the sample Bank*Firm FE Yes Yes Yes
median. The control sample comprises banks with CEO turnovers that do not Year F.E. Yes Yes Yes
experience a change in individualism based on the sample median. Post is a Loan type F.E. Yes Yes Yes

variable that represents a three-year window after the bank CEO turnover.
Standard errors are double-clustered at the bank and borrowing firm levels.
Definitions of all variables are in Table 1. Standard errors are in parentheses.

*xx %% and * indicate significance at the 1%, 5% and 10% levels, respectively.

This table examines the relation between bank CEO individualism and borrower
monitoring while controlling for the rest of main cultural heritage characteris-
tics of bank CEOs (uncertainty avoidance, power distance, masculinity). To
avoid the high correlation between the cultural characteristics, we follow Eun
et al. (2015) and regress each cultural heritage characteristic on the other three

between lender individualism and loan monitoring weakens in recession characteristics. The residuals we obtain represent the portion of each cultural
periods. heritage characteristic that is not correlated with the rest. Standard errors are

To mitigate the possibility that our findings are driven by endoge- double-clustered at the bank and borrowing firm levels. Definitions of all vari-
neity issues, such as reverse causality or omitted variables, we ran tests ables are in Table 1. Standard errors are in parentheses. * ** , * * and * indicate
employing two instrumental variables (IV), CEO turnover, controlling significance at the 1%, 5% and 10% levels, respectively.

for bank governance, correlation with other cultural heritage variables,
and alternative individualism measures and relationship lending.
Overall, our results indicate that the cultural heritage of banks’ CEOs
plays an important role in the syndicated loan market. It can affect both
lenders’ monitoring style and monitoring efforts.

A further extension to this research would be to analyze the initiation
phase of the bank-firm relationship, including loan application and
syndicate formation, for which we have limited data available. This
would help better underpin possible market imperfections, mitigating
lending inefficiencies.
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Table 13
Lender individualism and borrower monitoring: alternative
individualism.

measure of

@ (2 3
Dep. Var.: Fin Cov Cov Int Other Cov
IDV Globe -0.011 * * -0.031 * ** -0.015 * **
(0.004) (0.010) (0.003)
Observations 22,984 22,984 22,984
R-squared 0.848 0.853 0.833
Control Vars Yes Yes Yes
Bank*Firm FE Yes Yes Yes
Year F.E. Yes Yes Yes
Loan type F.E. Yes Yes Yes

This table examines the relation between an alternative measure of bank CEO
individualism and borrower monitoring. The alternative measure is IDV GLOBE.
This variable represents the level of individualism in the bank CEOs’ ancestral
country of origin based on data from the GLOBE study Standard errors are
double-clustered at the bank and borrowing firm level. Definitions of all vari-
ables are in Table 1. Standard errors are in parentheses. * ** | * * and * indicate
significance at the 1%, 5% and 10% levels, respectively.

Table 14
Lender individualism and borrower monitoring: controlling for relationship
lending.

@® (2 3
Dep. Var.: Fin Cov Cov Int Other Cov
DV -0.004 * ** -0.003 * -0.004 * **
(0.001) (0.002) (0.001)
Relationship lending -0.009 -0.046 -0.012
(0.020) (0.046) (0.024)
Observations 18,155 18,155 18,155
R-squared 0.850 0.810 0.834
Control Vars Yes Yes Yes
Bank*Firm FE Yes Yes Yes
Year F.E. Yes Yes Yes
Loan type F.E. Yes Yes Yes

This table examines the relation between bank CEO individualism and borrower
monitoring while controlling for relationship lending. Standard errors are
double-clustered at the bank and borrowing firm levels. Definitions of all vari-
ables are in Table 1. Standard errors are in parentheses. * ** , * * and * indicate
significance at the 1%, 5% and 10% levels, respectively.

Data Availability
Data will be made available on request.
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