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Risk management, corporate governance,

And bank performance in the financial crisis
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2.5. Endogeneity

One major concern in corporate governance studies is endoge-
neity. This paper is not a corporate governance study in the usual
sense. We are interested in identifying bank characteristics, in par-
ticular related to their governance and risk management structure,
which are significantly related to crisis performance. Our empirical
setup mitigates endogeneity concerns due to reverse causality as
we regress crisis performance on (lagged) pre-crisis bank charac-
teristics. However, the bank characteristics we investigate could
be correlated with other variables that we cannot account for, also
introducing endogeneity problems. Unfortunately, there are no va-
lid instruments to econometrically account for a potential endoge-
neity. Therefore, as the majority of other papers on governance and
bank crisis performance (e.g., Erkens et al., 2010; Beltratti and
Stulz, forthcoming; Fahlenbrach and Stulz, 2011), we follow an-
other avenue and show that all these bank characteristics have
theoretical motivations and we provide ancillary evidence
supportive of our interpretations.

Another potential source of endogeneity may be the inclusion of
the lagged dependent variable (the banks’ crisis performance) as
control variable in our regression specifications. Due to the auto-
correlation in the dependent variable, the regressors may be corre-
lated with the error terms resulting in biased regression
coefficients. This alternative channel of endogeneity is probably
of a lesser concern for our study as the coefficient of the lagged
dependent variable is often estimated to be insignificant. Never-
theless, to check for the robustness of our results, we alternatively
reestimate all our regression specifications without the lagged
dependent variables as controls and find the results to remain
qualitatively unchanged (not reported in tables for space reasons).
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