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1. Introduction

There is an ongoing debate on whether corporateergamce systems of major
economies are converging towards common stand&oe academics argue that
globalization will lead to a single corporate gawance model which is quite similar to
the Anglo-American one (e.g. Coffee, 1999). Otheademics argue that such a
globalization will not happen (e.g. Branson, 200@nsmann and Kraakman argue that

corporate governance practices and corporate lalffefent countries will converge.

Because of the overall globalization and the fima@narises in the world, managers and
owners of companies have to think over their preseategy, their governance systems

and the challenges posed by such questions.

The goal of my diploma thesis is to introduce tlegedlopment of corporate governance
systems in the last two decades, and to find odhefe is a relationship between

globalization’s degree and convergence.

Corporate governance is not more than administratial control of a company. For a
better understanding it is necessary to give a nuetailed definition of corporate
governance and to define the members who parteipata corporate governance
system. These participants play different rolesedemg if they are internal or external

institutions.

To be able to compare the different kind of goveosa systems, the possible

composition of these systems will be also defined.

Since there are many countries with different coapgovernance determinants in the
world, the development of several corporate goveraasystems is evident. Therefore
some of these systems should be introduced angizaakin order to have an overview

about the functioning of corporate governance systigom all around the world.

| choose those corporate governance systems byhwdilter systems are the most
affected. Because the United States’ economy inflae the world economy
significantly, and its corporate governance strieeig based on the same factors as the

British one, the first chosen system will be theghnSaxon system.



One of continental Europe’s most significant ecoresms Germany, which also affects
other countries’ corporate governance. This is réeson why | chose the German

system for comparison with other countries.

To represent Asian corporate governance | introdlieedapanese system. | find the role

of the Main Bank in corporate governance very ggéng.
The forth system | choose is an example of thenLadiuntries: Spain.

| will analyze these systems according to ownersiipcture, financial regulation,
capital markets, labor markets and its regulatiolebt structures, bankruptcy laws and

banking supervision.

After the analyses | am going to show the changethé chosen systems in the last

decades and investigate if they are convergingth ether.

The last part of the thesis will be about the fperformance. There are different factors
which influence the firm performance. In my poiritview the ownership structure is

the most important factor regarding firm performanktry to show its importance and
its role in convergence of the different corpomg®ernance systems. Furthermore | will
show further approaches of corporate governanckersgs convergence and give a
summary about studies in the last decades. Sikee\ar regulation is one of the most
important factors of corporate governance in tts¢ &ection | will write some words

about its changes in the last years.



2. Corporate Governance Systems

2.1 What is Corporate Governance?

“Corporate governance is the system by which bgsigerporations are directed and
controlled. The corporate governance structureipgthe distribution of rights and
responsibilities among different participants ia ttorporation, such as, the board,
managers, shareholders and other stakeholdersqgees!, customers, creditors,
suppliers, local communities, others), and spalistioe rules and procedures for making
decision on corporate affairs. By doing this, gaprovides the structure through which
the company objectives are set, and the meansanfiag those objectives and

monitoring performance.” (OECD, 1999)

A country’s corporate governance system influenites profitability and growth of
companies in their decision makings. It also hasngmact on the wealth created in a
country. But countries’ corporate governance systdifier in their:

ownership structures of equity

structures of corporations

role of the banking system in the economies

business circumstances

efficient functioning of capital markets

YV V. V V V V

level of competition in both domestic and interaatl product and capital

markets.

In the case of a stock company, the company is golvby the shareholders, but actual
management of the company is left to the manadesystem is required for checking
whether the managers and the shareholders arg attam adequate way with the firm’s
interests. Further it is not only the shareholddrat have close interests in the
company’s activities. The customers support the pgomg by buying the goods and
services which in turn supplies its clients. Thienfis further supported by the creditors
who buy the bonds issued, by the national and Igegernments, by the community in
which it is located, by the employees who choosedbmpany as their place of work
and by other companies which are selling their petsl for that company. A company
has social responsibilities not only to its shatééis, but to these other parties as well.



To answer the question “which country’s corporateegnance system is the best” we
should analyze these systems. Of course if theae'hgst system” no of other countries
can overtake it because of the differences merdiaheve.

In the next part there will be a description abthé different corporate governance

systems.

Figure 1. Members of Corporate Governance Systems

(Managers,

Board of Directors)

Investors

Shareholders

2.2 Basic Mechanisms of Corporate Governance

One of corporate governance’s most important mashenis the market. There are
three central markets, the managerial labor market, firm’'s capital and product
market.

All corporations in the world have boards of diggst They play a very important role
in hiring, firing, monitoring and compensating tmeanagement. The goal is to
maximize shareholder value. Theoretically the basuttiought as an efficient corporate
governance mechanism, but in reality its role sslelear. In the US, the board of
directors contains some of the insiders who arbetanonitored. In some cases they
represent a majority of the board. It is not uncannthat the CEO is also the
chairperson of the board. Board members are moktigen by the management which
has an influence in determining other members.

One of the most important elements of corporateegmnce is ownership structure. A
greater coverage between control and ownershipldltause a reduction in conflicts of

interest and hence to higher firm value.



Shareholders other than management can potenirdllyence the actions taken by
management.
The board, the managers, and the shareholders &akerizontal and a vertical

dimension.

Figure 2. Vertical governance: Diffuse ownership
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Vertical governance is between distant shareholdads senior managers. It is very
important that CEO and senior managers are loyaht@reholders and manage the
company competently. This type of corporate gowecrais typical in Anglo-Saxon
countries.



Figure 3. Horizontal governance: Controlling vs. mnority shareholders in the
public firm
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The horizontal governance is between dominant asypkcsed shareholders. Dominant
shareholders have more influence on senior managetthe board of directors than
shareholders in the vertical model. This type ofpooate governance is typical in

Continental Europe.

Horizontal governance is dominant in most of theléhovertical governance is typical

in the United States.

There exists another form of corporate governamtemsion which belongs neither to
the vertical nor to the horizontal dimension. Tfosm governs the firm so that it is

legitimate in its society and is a shallow for madeorporate governance in the United
States.

2.2.1 Internal and External Mechanisms

2.2.1.1Internal Mechanisms

The most important internal mechanisms of corpogueernance are the board of
directors and its committees. They are respongitemonitoring, controlling the
company’s activities and for decision-making. THeeaive functioning of board is
influenced by its composition and size. Linck (2p@8gues that the board structure

reflects the firm’s industry, the need for monitgyiof activities and the transparency of



the firm’s earnings. The level of board activity yniae indicated by the frequency of
board meetings. The board of directors consistsexd#cutive and non-executive
directors. Executive directors are experts in tHatds, while non-executives are
professional directors. They monitor financial rdpy and the board’s activities.
Balance between executive and non-executive din®ct® needed. For effective
functioning independence of non-executive directgrsmportant. Chairpersons and
chief executive officers play a fundamental role dompanies’ life. Chairperson’s
responsibility is that board’s activities are cadriout correctly and that information
comes directly to the directors. CEO supervisestesly and investments and informs
the board. He is also responsible for the dailyriass.

The second group of internal mechanisms are th& eochmittee, the internal control
and the internal audit. Audit committee belongshi® group of non-executive directors.
The most important characteristics of audit comgeithembers are its independence.
The board has primary responsibility for internahtol, although it is often delegated
to its audit committees. There are firms which kegprnal audit function ‘in house’,

while other use external opportunities or a mixiiréne two.

2.2.1.2External Mechanisms

External mechanisms control the shareholders amddard. Such mechanisms are for
example blockholders and analysts. Managers cafiorbed by large blockholders to
take actions for improving the firm’s value. Extakranalysts are very effective at
monitoring by collecting data from different sousc&hey create useful reports which
help in decision-making.

External auditors play a very important role ingmmate governance. Their independent
reports give investors a better and more reliabkroew about a company'’s financial
status.

Competition forces firms to take actions which arghe shareholders’ best interest.
Takeovers can also influence senior managementtsside-making. To protect
shareholders regulation and enforcement are thé impsrtant external institutions. La
Porta (1998) found that countries whose legal systegrounded in common law have
a higher level of minority shareholder protectidvart civil law countries. In recent

years the level of protection across countriescoaserged a little.
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2.3 Corporate Governance Systems — Differences

Within a company there are incomplete contractsvéet shareholders, managers,
creditors, employees and customers. Between tlages &xist transaction costs which
are paid for the coordination processes. Therehamee relationship types which can be
determined as having transaction costs:

- shareholders and managers

- majority and minority shareholders

- shareholders and other stakeholders

Company law regulates these relationships and toiesinimize the transaction costs
between stakeholders.

The members of Board of directors are utility maxiens and therefore represent not
always the best interest of all stakeholders. Sagency problems are solved by good
governance, reorganization of governance structsr@ventually needed. Agency
problems can be solved in different ways. We digtish between one-tier and two-tier

systems.

2.3.1 One-tier and two-tier Systems

The one-tier board system has only an adminisgatvwgan. It has the common
responsibility of its members for the managemerd aontrol. It ensures that the
necessary information will be available to allmembers by direct information access.
This fact allows being flexible for board organipat and this form of corporate
governance is also able to make decisions fastdependent non-executive directors
have a control function. The common principles ke down for example in the
United Kingdom in the Combined Code (2003) whiclpast of the listing requirements
at the London Stock Exchange. Since the sharel®ldi@erest is very important,
directors cannot be the CEO. Problems in the arestistem can be caused by the lack
of directors’ knowledge of information because thaye dependent on CEO for

reappointment. Therefore the independence of codtmes not exist. Board committees

11



play a very important role because they are indégen consultants for board of
directors. Audit committee is also part of listiregjuirements in stock exchanges.
Two-tier board systems have both a supervisory-aannagement organ. Supervisory
board controls the management board which is resiplenfor shareholders and protects
public interest. It also approves management dawsiSimultaneously is supervisory
board dependent on management board, which care gaoblems in the ownership
structure.

“Apart from this strong position of block holders supervisory boards one might also
view interlocking directorships as a problem of tweo-tier board system. These
directorships are established if a member of opersisory board is also a member of
one of more other supervisory or management boafrédsmother company (Boehmer,
2001)*

Management and control should be separated becdube inefficiency by working
together. The optimal control can be hardly defifrddmbers of supervisory board are
interested in avoiding conflicts and obtain coofierathey collect the information from
the management board (from the board which shoelddmtrolled). The management
organ is appointed by the management board whichntake suggestions for the
election of members for the supervisory-board.

As already mentioned corporate governance systeifisr dn their ownership
structures, financial regulations, capital markktbpr markets and its regulations, debt
structures, bankruptcy laws and banking supervision

Importance of boards is strengthened by the imphtatien of Corporate Governance
Codes all over the world. In the UK is the most aripnt one the Cadbury Report
(1992) which emphasizes the intensive monitoringtled executive management
(Cadbury Report, 1.1). The most cited corporateegmance principles are laid out by
the OECD which is the common basis of most corporate gamza codes. It is about
the board’s accountability to the company and tieeholders (e.g. German Corporate
Governance Code, 2002, section 4; French Boutorof®ep002, part 1; Japanese

Corporate Governance Code, 2001, chapter 1).

! Udo C Braendle, Juergen Ndllhe Societas Europaea — A Step Towards Convergér@erporate
Governance Systens4.

2 OECD,OECD Principles of Corporate Governangeiblished by the Ad Hoc Task Force of Corporate
Governance, 19-Apr-1999, Paris (1999)
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Figure 4. : Number of Corporate Governance Codes Rilished by Year
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Source: ECGI Codes Databagevw.ecqgi.org/codes
2.3.2 Insider and Outsider Model

Many empirical studies found, that between coustréxist differences regarding
corporate ownership structure. A classic studyasfJensen and Meckling (1976) who
integrated elements from the theory of propertyhtsg of finance and of agency to
develop a theory of the ownership structure of fihe. Another important study of
Holderness, Kroszner, and Sheehan (1999) researclaedgerial ownership of US
firms. Schneper and Guillen (2004) researched tteete of shareholder power in 37
countries. Markarian (2007) examined changes inegwnce practices at 75 large
global firms.

The differences categorized countries into two gsounsider and outsider systems.

To understand why a system is characterized as ussider or insider model, a
definition of both terms is necessary.

In the insider (“stakeholder”) model ownership asahtrol are held by insiders who
have longer-term stable relationships with the camyp Banks can play an important
role. In the firms the owners are inclined to havatable interest and they usually have
a position in the board of directors or in othenise managerial institutions. The
relationships between management and shareholderslase and stable and formal
rights for employees exist to influence key manededecisions. This model is

characteristic of corporate governance in Contaldbtirope and Asia.
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The outsider (“shareholder”) model is a common wgwwnership with large
institutional holdings. Market regulation has aga@ent position and the firms’ owners
are inclined to have a preliminary interest in firen. Close relationships between
shareholders and management are absent. “Ownédngnsftend to have a transitory
interest in the firm. There exists an active “marfa corporate control”. There is a
primacy of shareholder rights over those of otheganizational groups. With well
regulated and liquid stock market, equities tentladwee a high share of financial assets.
The low debt equity ratio is the norm for the compaBanks provide short term
finance and maintain arms’ length relationshipsweibrporate clients This model is
characteristic of the United Kingdom and the UniBtdtes.

Table 1. Two Types of Financial Systems

Two Types of Financial Systems — Stylized Facts

insider system (IS) outsider system (OS)
. ownership concentration high low
ownership | I tration e oW
inter-corporate crossholdings common uncommon
capital markets illiquid liquid
markets apfta’ markets , . au
market for corporate control inactive active
. corporate law strict liberal
law SR 4 .
security law liberal strict

Source: Markus Berndt: Global Differences in CogterGovernance Systems, Discussion Paper No.
303, 11/2000, p.7

2.3.3 The Anglo-Saxon System

This model of corporate governance systems is #&ypncAnglo-Saxon countries and is
known as the shareholder model. These countrieg leavMow concentration of

shareholders that happens because many compangespublicly traded and

shareholders can spread their money over more ausypa

% http://www.oecd.org/dataoecd/50/46/19802369.ppt
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2.3.3.10wnership Structure

In Anglo-Saxon countries exists a so called diffssgck ownership which means that
most of the shares are in the hands of the agérisamcial institutions (more than
50%) rather than private persons (20-30%). Thesatdes have a developed corporate
governance system and culture therefore they camt@ve a highly developed stock
market.

Shareholders activism can be shown through thepgsals and voting results. Figure 5
shows a graph about the number of filed proposadiste average voting results from
1997 until 2006. The highest rates have individumdestors, but their proposals
decreased over time. Institutional investors’ psgl® increased, which could be

explained by the increasing rate of institutionahership from 50 to over 70%.

Figure 5. Number of filed proposals and average ¥img results over time
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Source: Bauer, Rob; Braun, Robin; Viehs, Michaaljulstry Competition, Ownership Structure and
Shareholder Activism, 2010, p.15.

2.3.3.20utside Control Mechanism

Maug (1998) analyzed whethliuid stock markets are beneficial for corporavegynance

If shareholders get adverse information about apaomy, they can discharge their

15



investments according to the market’s liquidityeTduthor finds that the liquidity of the
market assists corporate governance effectiveness.

Renneboog (1996) argues that if voting power ipetsed, free-riding will occur.
Single shareholders have benefit only from the grtage of his stake in the firm while
he will bear the costs of control. Shareholdersxdbtake actions because there is less
benefit than the control costs. Management willehdeminant power in the firm. Great
power is delegated to management which leads tboa-term orientation. This is
characteristic of corporate governance. At leaseanyear management must report to
the shareholders. This stimulates managers to magisions that are very profitable in
the short term.

2.3.3.3The Role of Government in the U.S.

The economy has been drifting for at least the tast decades toward the wealth-
driven stage. Positions in many advanced industréase eroded. Goals of firms and
investors have turned away from sustained invedtn@ampetition has slackened. The
gap in standard of living between the highly ededaind skilled employees and those
with less training is becoming more apparent. Cangsaare turning to government for
help in suspending competitive pressures that eregipetites for more help. The
orientation has turned from offensive to defensive.

The recent improvements in productivity growth angorts, while encouraging, are
not yet a sign of fundamental change. Productigitywth reflects in no small part a
one-shot restructuring and downsizing in many itriless and recent figures show that
the period of growth above historical norms mayshert-lived. Net investment still
lags behind other nations despite the fact thatistrgl is operating at near capacity.
Export growth reflects a sharp devaluation of tb#adl and real wage declines, both of
which reduce the long-run standard of living. Thasds of renewed sustained
productivity growth are still not in place. Theneanany areas of underlying advantage
in the United States, such as top universitiegguendemand conditions in some fields,
the capacity for risk taking, and vibrant new bess formation. There are also
demographic forces which will create pressuresriing productivity growth and a
higher rate of savings. The rapid pace of chang&dhnology promises to provide
many opportunities for American inventiveness anttepreneurship. These create the
potential for the United States to enter a peribdustained prosperity. At the same

16



time, however, the erosion of U.S. position oves thAst two decades signals some
strong constraints to further advancement.

American firms and the American government haveoirtgnt choices to make. The
nation is teetering between a renewed commitmetrathtional American values and a
retreat to consolidation, protection, and defensegs.

Government policy in the United States reflectedation with strong and growing
national advantage. The extent of direct intervantn industry was among the lowest
in the world. Public ownership was rare, in corittasa more socialist orientation that
especially characterized Europe.

Instead, the American government played a numbendifect roles in industry. One
was that of factor creator. Investments in eduoatgrience, and infrastructure were
heavy and continuous, and involved state and Igoaérnments as well as the federal
government. Another important government role waspeotector of competition.
America maintained a vigorous antitrust policy, mipgoned a free and open trading
system, and took important steps to reduce caatediz and economic concentration
abroad, especially in Germany and Japan.

The American government also set out aggressivelyimsome cases earlier than other
nations to meet a series of challenges and in tbheeps created important indirect
benefits for industry. The U.S. government also gbbuto promote and defend
American interests and democracy abroad. Thess, raleich would take on greater
significance as the decades passed, would comestade the needs of industry.
Finally, a large defense program was instrumemntgiromoting science and in creating
advanced home demand. In the 1940s, 1950s, and,19éf@nse research centered on
core technologies such as electronics, computatsaarospace. Commercial spin-offs
were numerous and rapid. With a huge technolodgeal in fields serving defense and
aerospace markets, U.S. companies often explditd knowledge and experience to
establish leading positions in civilian markets.

It may be most notable; however, that explicit Arcan government attention to
industry was modest. While government policy yidldenefits that flowed to industry,
these were rarely the primary motivating force.tdad, American economic strength
was used to advance other goals.

17



2.3.3.4Corporate Governance Codes in the U.S. in theDasade

The following Corporate Governance Codes were phbll and actualized in the last
10 years: Report of the NACD Blue Ribbon CommissionDirector Professionalism

(2001), Principles of Corporate Governance: Analy& Recommendations (2002),
Core Policies, General Principles, Positions & BExgltory Notes (2002), Principles of
Corporate Governance (2002), Corporate Governancde RProposals (2002),

Commission on Public Trust and Private Enterprisalifgs and Recommendations:
Part 2: Corporate Governance (2003), Restoring tTru$he Breeden Report on

Corporate Governance for the future of MCI, IncO(q2), Final NYSE Corporate

Governance Rules (2003), Asset Manager Code oe8sminal Conduct (2004), TIAA-

CREF Policy Statement on Corporate Governance {2005y Agreed Principles to

Strengthen Corporate Governance for U.S. Publichd&d Companies (2008), Report
of the New York Stock Exchange Commission on CajeGovernance (2010)

2.3.3.5The Role of Government in Britain

Britain has been caught in the wealth-driven stimgesome times. Its relative living

standards have suffered accordingly, particulaolythe average worker. The loss of
competitive advantage created its own momentum. iGehestry’s weakness spread to
others. Falling income eroded demand quality. RPressn government revenues led to
underinvestment in factor creation, infrastructumed public services, undermining
competitive advantage further. This momentum, ameated, is hard to arrest.

There are some signs of renewal in British competitadvantage. Positions in
chemicals, oil, pharmaceuticals, software, pulighfinancial services, and consumer
goods are being sustained. Along with these is gr@wtrength in retailing and signs of
a rebound in manufacturing companies. Productigtgwth and investment have
improved.

An important catalyst for change has undeniablynlzee Thatcher government. Other
forces are also at work in Britain which has helpEdonomic necessity, changing
social norms, and the takeover and turnaround ofigst companies have also
contributed to the new wave of energy sweeping sacnmany British firms and

industries.
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However, the renewal of British industries appdeagile and spotty. A large pool of
unemployed persists. Renewal is also confined, @nymindustries, to one-shot
restructuring and cost cutting, made possible mesgcases by a new balance of power
between unions and management. Mergers are prévdlenh the benefits to real
competitive advantage are less clear. Especialljnamufacturing, British firms have
undone some past sins, but most have yet to ctteatieasis for future advantage. This
requires new products and new processes; it reguin®vation.

A good deal of the growth in British employment lsasne from investments by foreign
firms. Much of this, however, is driven by factarsts. Foreign investments are largely
in assembly facilities taking advantage of low-wageostly unskilled labor. While
foreign investment provides some welcomed ben#ditBritish industry, and economy
whose growth depends on assembly outposts of for@gipanies will be constrained

in terms of productivity growth.

2.3.3.6Corporate Governance Codes in Britain in the Lastdde

The following Corporate Governance Codes were phbll and actualized in the last
10 years: Code of Good Practice January (2001)ieRReof the role and effectiveness
of non-executive directors (Consultation Paper0@0The Hermes Principles (2002),
The Responsibilities of Institutional Shareholdensl Agents - Statement of Principles
(2002), The Higgs Report: Review of the role anteaiveness of non-executive
directors (2003), Audit Committees - Combined Cdglg@idance (the Smith Report)
(2003), The Combined Code on Corporate Governa2@@3), Corporate Governance:
A Practical Guide (2004), Good Governance: The CofleGovernance for the

Voluntary and Community Sector (2005), Pension 8eh&overnance - fit for the 21st
century: A Discussion Paper from the NAPF (2005)r@@rate governance in central
government departments: Code of good practice (R0@fernal Control: Revised

Guidance for Directors on the Combined Code (20G®)pd practice suggestions from
the Higgs Report (2006), The Combined Code on GatpoGovernance (2006),

Guidelines for Disclosure and Transparency in Reivaquity (2007), The Combined
Code on Corporate Governance (Revised June 200&yiéw of corporate governance
in UK banks and other financial industry entiticeh¢ Walker Review) (2009), A

review of corporate governance in UK banks andrdihancial industry entities: Final
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recommendations (The Walker Review) (2009), 2009id¢¥e of the Combined Code:
Final Report (2009), The Audit Firm Governance C@#10), A Stewardship Code for
Institutional Investors (2010), The UK Corporatev@mance Code (2010), The UK
Stewardship Code (2010), The AIC Code of Corpo@deernance (2010), Corporate
Governance Guidance and Principles for Unlisted gammes in the UK (2010)

2.3.4 The Germanic System

In Germany is the concentration of ownership veighh The owners are financial
intermediaries who are much appreciated. The vofebanks can be given to the
shareholders, which in turn can be deposited irethanks. This is the so called proxy
voting system. This is the reason why banks caalide to have a big part of control
even over bigger companies. Most important crosdimgs are — regarding even
financial and non-financial firms — the insurancenpanies and banks. The importance
of portfolio-investors is marginal (e.g. pensiomds, investment funds) which is shown
in the importance of consequence of cross-holdisgspe and the role of banks. In
German firms the management board is not electethéyshareholders but by the
supervisory board. There exists also an assumptiah the former is elected and
controlled by the supervisory board. In the Gerroaystem the stock exchange plays a
less important role. The number of listed compaaied their market capitalization is
small compared to the size of German economy. @nlgw companies have shares

with high turnover.

In German countries only a small proportion of tb&l numbers of firms is listed. A
high percentage of the total number of shares #nat publicly traded is held by
shareholders. Private persons hold 15-35%, finamesditutions 10-30% and private
companies 20-40% of the shares. Private persons@nganies act directly and do not

use agents to manage their affairs.

There are not many shareholders who have a higiepige of a company’s shares and

therefore they control the firm and make decisions.

It is typical of this model that a few sharehold&@®/e a considerable power, and
therefore they keep control over the company. Tdresequence is that their goal is not

to enlarge the size of the company but to increasgtability. The ownership structure
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of many firms is characterized by the participatadrcontrol and holding structures. A
few owners are suppliers of the company’s equitlyces ownership is concentrated.
They have the power over the investments, althdabhghcontrol’'s complex structure
dispute transparency to the firm’s structure. Beeaownership is concentrated, only a
few owners are suppliers of the equity to the fifthe transfer of cash flow from one
company to another is a common practice. Accordiinthe absence of transparency,
cash flow can be transferred from firms with goastfprmance to similar but bad

performing firms.

To enhance the performance of corporate governamodel, internal discipline
mechanisms are frequently used in the Germanic havdkare introduced from inside
the company itself. They include the board of doex; compensation contracts and

discharge of the management function.

The Germanic system of financial investment anga@te governance is based on
banks.

This structure is said to lead to considerable fitsneespecially in two respects: the
availability of cheaper and longer-term bank fimnarfor firms, and better corporate
governance in terms of fewer agency problems.

Usually the advantages claimed for a bank-oriestetem are derived from the number
and nature of close links between a universal basKinancier and its client firm.
German banks are seen as being much more closelyéd with the firms they supply
funds to than banks are in market-oriented systems.

Only a small number of banks act as monitors ofagament on behalf of shareholders
in a small number of firms. For all other firmseth is an even greater lack of data and
thorough studies on the extent to which German ®agplky a role in corporate
governance that differs markedly from the monitgniole of credit institutions in other

countries.
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Figure 5. The building blocks of the German model focorporate governance

Two-tier Board |co-determination
System

Concentrated
Ownership

Weak
Capital Market Cross-holdings

Source: Dariusz Wéjcik: Change in the German Mad&lorporate Governance: Evidence from
Blockholdings, 1997-2001, Fig.1.

2.3.4.1Corporate Landscape

80% of the firms belong to the so called ,Mittelefd “German stock corporations
(Aktiengesellschaften) have three corporate bodiesn annual general meeting of
shareholders, a board of management (Vorstand) andsupervisory board
(Aufsichtsrat). At the annual general meeting, shalders exercise the rights granted
to them by the Stock Corporation Act. These inclindparticular the resolution on the
appropriation of net retained profits, the electminthe auditor, the discharge of the
board of management and the supervisory board, dmemis to the Articles of
Incorporation, the issue of new stock and conviertiionds and bonds with warrants,
the authorization to acquire own stock and the tielec of the shareholders’

representatives to the supervisory boatd.”

* http://www.sglgroup.com/cms/international/investetations/corporate-governance/principles-of-garma
corporate-governance/index.html?__locale=en
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2.3.4.2Codetermination

“German corporate governance practices are gepdraied on the provisions of the
German Stock Corporation Act (Aktiengesetz), thern@a Codetermination Act

(Mitbestimmungsgesetz) and the German CorporatefBance Code”

2.3.4.3Insider-based System

The German insider-based system is characterizeldeblgigh ownership concentration.
Banks are often major owners and cross-ownerstipanks are common. Hostile take-

overs are rarely to find.

2.3.4.4Governing Bodies

* Hauptversammlung
Hauptversammlung is a kind of a general businestingewhich takes place 1-2 times

in a year. Shareholders can vote with special stock

* Aufsichtsrat
Supervisory board is called Aufsichtsrat in the i@&mn system. It controls the Vorstand
whose members are elected for 4-year tenure. Aufset has non-executive members
(from banks etc) and employees and also commitfBles. supervisory board in the
Germanic system consists of shareholders’ and et representatives. Generally,
the shareholders who are members of the supervisoayd are experts in business

activities of the firm.

* Vorstand
The board of management consists of executive tdreavho are elected for 5-year
tenure. The Sprecher (=speaker) is equal amonglseqdde members get a
remuneration which is a fixed salary plus profitash They are responsible for
representing the company in its dealings with thp@tties and managing it. The
activities and functions of senior executives il irms are similar to those of German

board of management. Hence, the speaker and thenemaand also the whole stock

® http://www.sglgroup.com/cms/international/investetations/corporate-governance/principles-of-garma
corporate-governance/index.html?__locale=en
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corporation are considered as equals. They togelisperse responsibility regarding

management decisions.

2.3.4.5Changes in the Last Decades

There is a considerable stability in the Germarpa@ate governance system regarding
the last 30 years, but ignoring the last 10 yebrghe European context hardly any
other country exhibits so much stability in thigar The role of banks has marginal
changed, and the co-determination has been kedgestBhe joint stock corporation’s
legal structure is almost untouched. To define drengeneral, the conflict's and
collaboration’s consistence between different gspuphich are relevant in German
corporate governance, has remained the same aéadhdecades. There has also been
no change in the fact that small shareholdersrasts tend to receive relatively little
attention.

The change happened not only because the prewstsns was not at all bad for all
parties and the members have realized the sigrspe&ific effect of preservation and
consistency on a system’s affinity exists whichpeeto develop and adapt to new
circumstances. Complementarity and consistencyenteghanges, especially gradual
changes. Reforms typically start as partial reforAss long as there is not an extreme
problem, reforms are not ‘revolutions’.

The potentially most important recent developmérage taken place in the political
area.

Recently the German system of corporate governamogoing ahead towards the
Anglo-Saxon model. It was previously known for &dwldings and concentrated
ownership. Now there are different forms of concatied ownership by the state, other

corporations and families. And there are also caongsawhich are widely held.
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Table 2.Companies by largest owner

1990 1992 1994 1996 1998 2000 2002 2004 2005

Family 13 13 15 16 19 21 20 19 20
Corporate 19 19 21 27 a2 o4 31 24 22
Widely held 8 8 7 5 6 6 10 20 22
State 2 2 4 ) 3 2 i i 6
Total 45 45 47 93 60 66 68 70 70

Source:Fronningen, Leif Anders; van der Wijst, NidOwnership structure and performance of the

largest German companies, Working Paper Serie$), 208.

Table 2 shows companies with largest owners in %néship structures have changed

within 15 years.

2.3.4.6Corporate Governance Codes in the Last Decade

In the last 10 years there were 10 different cafmrgovernance codes and their
actualized versions published. The most importardgsoare the Baums Commission
Report (2001), The German Corporate Governance Cbhde Cromme Code, 2002),

which was six times actualized and supplementesl |ébt one was published in 2010)
and The Corporate Governance Code for Asset ManagieGompanies (2005).

2.3.4.7The Role of Government in Germany

Comparing the German government with other Asiasth Baropean countries, it has a
rather moderate participation in the industriali@olGermany is among the most open
markets in the world, and tariffs have historicdlgen low. German industry has had to
face foreign competition and has been strength@ndélte process. Export financing is

done on a commercial basis, not through a goverhagency that is subsidized.

The principal role of the German government, batiefal and Lander, has been in
factor creation, especially in education and iresce and technology. The extensive
array of mechanisms described earlier is heavihdé&ad by government. Interestingly,

though, direct government control is not exerciggdnany instances; a degree of

independence is present even in government-fureddhical institutes.
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German regulation has tended to be demanding amdédreerally pressured innovation,
not impeded it. German environmental standardslaestringent and lead the world in
some fields, stimulating innovation in the indussriaffected. Yet German regulation
has frozen the status quo in other areas.

Despite its generally constructive role, the Gerngovernment has also had a
stubbornly persistent tendency to subsidize asieactors such as steel and shipbuilding,
with little effect except to postpone adjustmener&gulation has lagged behind many
other nations, placing a drag on the advancemettieofffected industries. The extent
of state ownership in Germany is relatively highivatization and the opening of
industries to competition have also lagged. Moreotlee commitment to competition
has seemed increasingly tentative. Finally, the daanges | described earlier raise
serious concerns for corporate goals, as wellrashe long term, for new business
formation.

Summarizing the facts about the German corporatergance system, it can be said
that Germany became an industrial powerhouse iratieenineteenth century when it
achieved world-class status in science and tecggolo has been an innovation-driven
economy even since. The enormous breadth of indastn which Germany has
competitive advantage has made the German econorpust one in international
competition. German companies usually compete erb#sis of differentiation instead
of cost. They enjoy early mover advantages duentonatalled base of sales, well-
developed foreign sales and service networks, andngernational manufacturing
presence in many industries. The dynamism of Gerimdnstry has been continually
stimulated by a rapid rate of factor creation, cile factor disadvantages, and
demand-side pressures.

Yet there are some real threats to German dynan@@rmany has enjoyed more than
three decades of uninterrupted prosperity and sngnthe highest standards of living in
the world. While the breadth of German industrgubstantial, and positions in most
established German industries have been sustamnady more industries are losing
world share than gaining it. The creation of newibesses in Germany is inadequate to
deal with a stubbornly high unemployment rate. Mapommercial and scientific
breakthroughs by German firms have become rarem@wey is at the cutting edge of

few new consumer product or service industries.
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2.3.5 Japanese System

2.3.5.1Past Features of Japanese Companies

The Japanese model is a combination of focusingroployees and on shareholders.
This illustrates that it is not typical of Anglo-Aarican corporate governance giving top
priority to the interests of shareholders.

The Japanese corporate governance has two basiactdhastic properties. The first
property is that the main bank plays an importaté in disciplining and monitoring the
client firm. Shareholders are expected to discgphmms in equity funding. But equity
funding has had only restricted role in corporatgggnance, because shares have been
extensively cross-held between corporations andkdaor between non-bank
corporations. These properties have substantialitinign factors for corporate
governance in Japan.

Past features of corporate governance in Japathe@r®ystem of support by main bank,
the stabilization of shareholders by cross-holdingth other companies, and the
running of board of directors and board of auditoyspersons promoted from inside
company. A firm would have a long-term businesatrehship with a specific bank by
cross-holdings of shares, loans, etc. Close mongodby the firm’s bank, gathering
detailed information which are not otherwise aua#aon firm performance and plans
are involved. If a company falls into financial ¢lat, the main bank has to rescue and
restructure it.

Most companies however have now shifted from ban&nting to market-oriented
financing. As a result, ties with banks have beceveaker than in the past. This main
bank-oriented mode of corporate governance is fotkeinsparency.

The most of the auditors and directors were drawmfthe ranks of employees. The
number of “silent shareholders” was increased lyetktensive cross-holdings. This led

to imperfect operation of the monitoring functidntlee capital market.

2.3.5.2Changes in the Capital Market

As a result of liberalization and growth of theetdir financing market starting in the
1980s, the means of raising capital in Japan haea kiversified. Large companies in
particular have shifted from indirect financingdivect financing. As a result, corporate

governance by main banks has become weaker.
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The asset structure of companies and financiaituisns have been re-evaluated and
also other improvements in the management's refomese made. These were
motivated by the Japanese capital market's refaomsipport the initiation of mark to
market accounting and direct financing and alseothhanges in the accounting system.
The reforms of financial system under which thipgened were launched by the
government in November 1996. Accordingly, crossdhmgs have been rapidly
disintegrated.

Companies have to become more oriented toward mgrthieir businesses with an eye
to share prices and shareholders in order to varrtrst of shareholders and have to put
more emphasis on investor relations from the viemtp®f facilitating capital
procurement. Further, they can utilize means swchamcellation of their own stock

through capital reserves in order to directly iefige the market.

2.3.5.3The Main Bank

“The term 'main bank system’ refers to a systensaporate financing and governance
involving an informal set of practices, institutadrarrangements, and behaviors among
industrial and commercial firms, banks of varioysets, other financial institutions, and
the regulatory authorities.”

Some important institutional shareholders havedifect control in Japan, supported by
stable and concentrated shareholding. The ‘mairk’bplays an important role in
corporate governance among them. Although a companglly does business with
several banks, it often has a special relations¥ith one of them. This main bank
performs five important functions: it makes loaasd is usually its major creditor; it
helps place the bonds issued by the firm; it owmares, often, indeed, as the main
shareholder; it offers payment settlement facsgitiand it supplies information and
management personnel.

These functions enable the bank to integrate thypes of monitoring: ex-ante —
basically, screening the company’'s applications foans; interim — gathering
information on the continuing performance of borersy and ex post — intervening in
the affairs of firms in difficulties. It is not cgpfetely clear why banks have the
motivation to carry out such a comprehensive maimigp on behalf of other
shareholders and bank lenders. It seems to haulte@sn a number of advantages for

other financial institutions.
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One of the most important characteristics of theadase main-bank system is that it
supplies rather contingent governance. If efficieme good, corporate deals can be
managed by the governing management. When itidettgs, the main bank, using its
power as a lender and shareholder, intervenesenmthnagement of companies to
supervise downsizing and reorganization where sacgs

Such interventions often occur through the appoeminof bank directors to the board
of the company. Basic evidence is that the diréatarfluence of banks on client firms’
board is much stronger than needed. This is algrafor the importance of the main
bank.

Moreover, the probability that a bank will send iddal directors to a board is directly
related to poor performance, particularly in congaar with other companies in the
same industry. Other large shareholders also esesran important but subsidiary
influence. In addition, business partners, suchuppliers and clients, also monitor the
performance of companies.

The main bank system functions as follows: the fivamrows or has equity owned by
many banks, but the main financier is delegatedamsibility for monitoring the firm.
The bank and its main client firms reciprocally oequities, although there is a limit
imposed on the bank’s ownership, and proxy votiggthe bank is not permitted.
Corporate holdings in the banks are so dispersed ttme banks are, in effect,
managerially autonomous. In normal times, bankruetetion in corporate governance
is limited. However, corporate failure triggersake-over mechanism that sees control
rights shift to the bank. The ex post monitoringdtion is exclusively delegated to the
main bank, which gives it incentives to engagexraete and interim monitoring more
intensively than other financial institutions. Ihet main bank tries to shirk its

responsibilities ex post, sanctions may be impdseithe regulatory authorities.

2.3.5.4Characteristics of the Japanese Finance

A country’s financial system is not only shown ks/supply and demand situation but
also by social, cultural and historical facts.

In the case of Japan, the heavy reliance on debihding, rather than equity financing,
is characterized by heavy bank-borrowing undemtlagn bank system, a form of close

and continuous bank-firm relationship.
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Japan, like other countries, has a private ens&pprivate ownership, market economy.
It also has its own specific features of capitali€ine important feature of the Japanese
economy is that many markets are not impersonaly Hne moderated by relationships
among market participants founded upon the building maintenance of trust through
repeated transactions and honorable handling aftion@ated situations. Relationships
are reflected in labor markets, subcontracting,ebsiyand suppliers, brand loyalty, and

in banking, as well as other financial services.

2.3.5.5Auditing Management

In most cases internal employees are promotecetpdkitions of auditors. This leads to
an inability to prevent improper actions. The numifedirectors is large (average 20 to
40). This leads to an inability to debate managémehcies of companies. Almost all
directors come from inside the companies and avellurg to openly voice opposition
to decisions of the top management.

The American style management system of dividirgpoasibilities between executive
officers concentrating on the actual running of bhusiness and directors supervising
them and deciding on business policies from an alverompany perspective is

increasingly being adopted in Japan as well.

Figure 6.Auditing Management
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2.3.5.6The Role of Government in Japan

The Japanese government has played a rapidly ciwmrgid often subtle role in the
industries in which Japan has achieved nationalpetitive advantage. After World
War I, its role was relatively heavy-handed. Itedited the flow of capital and scarce
resources (such as steel) into particular sectarsted foreign entry, negotiated
licenses of foreign technology, held down exchamges, and provided various kinds of
assistance in exporting.

At the time of early Japanese successes like stbgibuilding and sewing machines,
this type of governing was constructive. Price veas important position in those
sections where Japanese firms were competing. Mértie industries were capital
intensive. Competitive advantage depended on moderd great opportunities.
Government’s leverages were powerful at this stigportant Japanese industries were
able to move beyond reliance on basic factor costs.

In these early successes, government was not vgpiikinisolation. Japan also had
advantages in other determinants such as demamtitioos or related and supporting
industries that contributed to success, along wiglorous domestic competition. It is
also important to realize that in other great apgdreciable industries where Japan has
not get any advantages for the industry the goventim aggressive efforts were useless
to get international competitors.

The Japanese success story is built on dynamigmandae firms have been pressured
into rapid and continual innovation that has ofeamicipated world market needs.
Companies have relentlessly upgraded their conneetitdvantages rather than resting
on them. The Japanese economy has formed compatltigters and upgraded its mix
of industries.

The high rate of capital investment, rapid produagti growth, and rapidly rising
income per capita are some of the many overaltatdrs that the process of upgrading
is occurring.

Summarizing the facts about Japanese corporatergowee system | can say that Japan
has made a remarkable transition from the factmedrto the innovation-driven stage
in the post-war period. Its companies have evoliredn competing on price to
competing on advanced products and processes. JHpsimates the process of
upgrading industry as no other nation does. Théesy®f determinants in Japan is

enjoying the positive reinforcement effects of tllbamond”, as one competitive
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industry begets another and demand conditions dpgrislomentum is widening the
base of successful industries.

The recent appreciation of the yen has prompted éwther upgrading of the sources
of competitive advantage in Japanese industry. Maned more companies are
competing on differentiation, advanced product tedbgy, and improved productivity.
Personal incomes in Japan are rising. Domestic derfa many goods has also been
limited by housing conditions and little leisuren&. Working hours are already falling
in major Japanese companies with the encourageofiggdvernment, and this change
will fuel substantial growth in leisure-related usdries. Growth in the number of
second homes, coupled with a boom in remodelingtiag homes and apartments will
create new demand for furnishings and householdygts.

Given such a positive foundation, the continuedtheat the Japanese economy in the
medium term is not in doubt. The most pressing iaiate challenge for Japan is
dealing with the large portion of the economy tiatunproductive and has fallen
outside the Japanese miracle and holds back nhpooductivity. In the long run, the
challenge for a nation like Japan is even more domehtal — how to retain dynamism
and avoid a drift toward a wealth-driven economy profits accumulate, debt is
repaid, and the pool of wealth grows, forces are isemotions which produce
consequences that are seen in the economic hsstafrieations such as Germany, the
United States, and Britain. The rate of productigtowth overall and in manufacturing

has already slowed markedly in the Japanese ecanomy

2.3.5.7Corporate Governance Codes in the Last Decade

The following corporate governance codes were phbtl in the last 10 years: Revised
Corporate Governance Principles (2001), PrincipféSorporate Governance for Listed

Companies (2004), Principles of Corporate GoveradocListed Companies (2009)
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Table 3.The importance of different corporate contol mechanisms in large non-
financial firms in four economies

Mechanism | United StatesUnited Japan Germany
Kingdom
Board Little Little Little formally, | Greatest
, more influence
independence|/ : :
informally via
power over President’s
Club meetings
management

Importance of | Small Unknown, Less Important for
pay / probably small those firms that
performance
relationship in are owner-
top

managed
management
compensation
package
Monitoring by | Little Little Substantial Some
financial
institutions
shareholders
Monitoring by | Little Little Some Substantial
non-financial
firm
shareholders
Monitoring by | Little Little Little Important for
individual those firms that
shareholders are owner-

managed

Frequency of |Frequent Frequent Virtually non-| Virtually non-
hostile existent existent
takeovers

Source: Jian Chen, Corporate Governance in ChiGh p.21

2.3.6 Latin Countries — Example: Spain

Corporate governance is here in a wider senseatkfimat it contains the institutional
environment where the firm’s decisions are laid dofg.g. legal, financial system,
market for corporate control and the stock exchgnigeaddition its main direction
contains the government characteristics like tipe f ownership and concentration.
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2.3.6.1The Legal Regulation of Corporate Governance

Commercial law protected originally larger shareleos and left a closer space for
small shareholders.

Like other Latin countries, Spain is a typical ca$ea country with weak anti-director

rights, weak protection of minority investors, atwhcentrated ownership (La Porta et
al. 1998). These features were accompanied by pooountability and a lack of

transparency. Spanish financial system’s main mef@ontains two enactments to

improve the protection of shareholders’ rights.

2.3.6.2The Financial System

In the past the Spanish financial system showedeseimilarities to the German

system. Main sources of financial capital were stdal banks with strong cross-

holdings and director-interlocks between banks amdustry. Nowadays Spanish

financial system experienced a lot of changes. Taw encourages investors. To
demonstrate this | am going to list some institegicof Spanish financial system:

banking system, institutional investments, stoclchexge, risk capital and some
characteristics of corporate control.

Spanish banking system, especially industrial balged a privileged and protected
role in Spanish economy. This changed when the etitqn disposed the sector to
open the market. By 1998 Spanish banking systemereqred remarkable

consolidation through the privatization of the mstsite-owned banks and the fusion of
the biggest 6 banks into two. The role of the bankkie Spanish economy is reflected
by the corporate financing.

The existence of institutional investors (insuragoenpanies, investment companies,
pension funds and other forms of institutional sgviunds) at the Spanish financial
market in the early 90’s was rather small compavied other OECD countries. By the

end of the 90’s multiplied the rate of institutibnavestors by three in the Spanish
financial system, and reached the level of othentl@ental European countries. The
importance of institutional investments can be axm@d through the existence of
foreign capital, the growth of holding companiesport of state pensions by private

pension funds and the financial deficit’s transféo household-savings.
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Spanish stock exchange was small, underdevelopgdewgraphically segmented into
four parts. In the 90’s the stock exchange expeedrthe following processes: market
capitalization, securization, and the modernizabbmdministrative procedures. In the
last few years the market capitalization and thelmer of firms at the Spanish stock
exchange have grown, but they are still under tlmds®nglo-Saxon countries. We can
say that there is a trend toward the Anglo-Saxatesy.

Compared with other OECD countries the venture tabpnvestments in Spain are
underdeveloped. This fact can cause long-term tsff@here is practically no market
for corporate control between Spanish companieausecof the registered firms’ high

ownership concentration and the minority sharehsldeghts.

2.3.6.30wnership Structure

In Spain, the owner’s identity and their sharehwdi are yearly reported by the Banco
de Espafa. By the early 2000’s 45% of Spanish fivese owned by domestic capital
(domestic firms, private persons, state).

Firms listed at the Spanish stock exchange havéhandype of ownership structure

than other Continental European firms, especiaflgaonse of the consolidation of the
stock exchange in the 90’s. In 1996 investors o&ifm institutions were the main

shareholders, ahead of private persons and families

Spanish firms try to come up with more developedntoes by establishing new

institutions together with the legislation and bs#&h inactive ones like the stock
exchange. Other characteristics of Latin governnsgstems remain like the leading

role of banks and ownership concentration.

2.3.6.4Changes in Corporate Governance

Spain was traditionally characterized by high stat@ership, strong state intervention,
and an important role for banks. The country hapecial own road from which a new
governance has grown with own traditions.

It has adopted practices from different countrimg,in particular from the Anglo-Saxon

model.

35



Present Spanish corporate governance has the fofjastaracteristics: new role of the
state as regulator, newly privatized firms arehia lhands of core investors (many of the
are foreign investors), higher free capital flowtla¢ stock exchange, but small own
capital market, weak market for corporate congobwing transparency because of the
introduction of Anglo-Saxon practices, account#piland preferably more efficient
board. Spain has a strong bipolar labor market @ognwith safer and better paid jobs
in bigger firms, multinational companies, and st@ated organizations. Recently
further changes lead often to layoffs because ef glowing pressure of corporate
governance. They also require more flexible workamgl also payments became more
unstable.

2.3.6.5Corporate Governance Codes in the Last Decade

The following corporate governance codes were phbbll in the last ten years: The
Aldama report (2003), Decalogo del Directivo (2Q04¢-A: Principles of Good
Corporate Governance (2004), IC-A: Principles ofo@dCorporate Governance for
Unlisted Companies (2005), Draft Unified Code ofcB®amendations for the Good
Governance (2006), IC-A: Code of Ethics for Compani2006), Unified Good
Governance Code (2006).
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3  Are These Systems Converging?

3.1Dimensions of Corporate Governance

The board, the managers and the stockholders havertecal and a horizontal
dimension. The horizontal dimension is between dami stockholders and dispersed
stockholders. The horizontal focus is on preventingninimizing the shifts in value
from dispersed outsiders to controlling inside khmtders. That dimension of inquiry is
paler in the United States than it is in Europeckiag a single shareholder-controller,

the typical American firm has fewer horizontal pieshs, but more vertical problems.

3.2Changes in the Corporate Governance Systems inltast Decades

In the last decades signs of changes can be emrpeden the structure of corporate
governance systems on many fields.
Managers should act in the interest of shareholdectuding minority or even
controlling. There are three factors which drive@od convergence:

* The competitive pressure of global commerce

* The failure of alternative models

» Shift of interest group influence in favor of anenging shareholder class
An important fact is that change of law is alsoessary for further convergence.
But there are also other reasons why corporatergamee is currently such a prominent
issue.

- World-wide privatization in the last three decadéswas an important
phenomenon in Latin America, Western Europe, anié Aad in the former
Soviet block (but not in the United States).
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Table 4. Privatization Revenues by Region 1977-97
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Source: Bortolotti, Fantini and Siniscalco (2000)
Note: PO-Public Offerings; PS-Privat Sales

Privatization wave caused also problems in corpogatvernance. It was not
clear how newly founded corporations should be aared controlled. Shinn
(2001) said that the state’s new role as a pulilEreholder in privatized
corporations has been an important source of inggetuchanges in corporate
governance practices worldwide.

- Pension funds and active investors: household gavihrough mutual and
pension funds became more important. This factuamites corporate

governance.
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Table 5. Financial Assets of Institutional Investos in OECD Countries

Value Assets Billion Asset % Assets as % % % % Invest. % of Assets % OECD
uss growth  Total |GDP Pension  Insurance Companies in Equity Equity
OECD Funds Companies
Assets

1990 1996 1990-96 1996 1990 1996 1996 1996 1996 1996 1996
Australia 145.6 3311 127.4 1.3 493 838 136.3 46.0 14.1 52 19
Austria 38.8 901 1322 0.3 243 394 3.0 533 437 8 0.1
Belgium 87.0 169.1 94.4 0.7 444 63 6.5 490 41.0 23 04
Canada 3328 560.5 684 22 581 946 430 314 257 9 0.6
Czech - (1994) - - - - § <01
Republic 7.3 | |
Denmark 742 1235 664 0.5 556  67.1 1252 67.2 76 3 04
Finland 447 712 59.3 0.3 1332 87 I 2486 34 23 0.2
France 655.7 1,2781 949 49 548 831 552 448 26 3T
Germany 599.0 1,167.9 95.0 4.5 36.5 499 5.5 59.2 353 14 18
Greece 54 351 550.0 0.1 6.5 285 416 123 46.2 6 < 0.1
Hungary - 26 - < 0.1 5.7 - 654 269 6 < 0.1
Iceland 29 5.8 100.0 <01 457 787 79.3 121 8.6 6 < 0.1
Italy 146.6 4846 2306 1.9 1134 399 8.1 301 266 12 0.6
Japan 24279 35636 468 137 817 776 - 489 126 21 8.3
Korea 121.9 2778 1279 1.1 48 57.3 4.9 434 51.7 12 04
Luxembourg 95.9 392.1 308.9 1.5 1926.8 21391 0.8 - 99.2 <01
Mexico 231 14.9 -35.5 0.1 88 45 329 67.1 17 <01
Netherlands ~ 378.3 6712 774 26 1334 169.1 55.2 335 9.9 28 21
New Zealand - 249 - 0.1 - 38.1 - 317 17.3 37 0.1
Norway 415 68.6 65.3 0.3 36 434 14.9 701 15.0 20 0.2
Poland - 27 - <01 - 2 - 815 18.5 23 < 0.1
Portugal 6.2 375 5048 0.1 9 344 26.4 272 451 9 < 0.1
Spain 78.9 2645 2352 1.0 116 454 4.5 41.0 545 6 02
Sweden 196.8 3029 539 1.2 857 1203 20 473 19.8 40 14
Switzerland 2717 4498 656 1.7 11g 773 1493 402 10.5 24 12
Turkey 0.9 23 155.6 <01 |06 1.3 478 522 8 < 0.1
UK. 1,116.8 22269 994 8.6 11145 1931|401 459 14.0 67 16.6
us. 6,875.7  13,382.1 946 515 {1238 1811 |356 228 252 40 597

Total OECD  15,798.3 26,0014
Mean OECD 946 493 838 26.3 336 249 22

Source: Marco Becht, Patrick Bolton, Ailsa Roéelbr@orate Governance and Control, 2005 (Finance
Working Paper RI02/2002), Table 1

- Mergers and takeovers: there was a hostile takewage in the USA in the
1980s and in Europe in the 1990s which caused pulalbate on corporate
governance.

- Deregulation and capital market integration: thare rules to protect and
encourage foreign investment in Eastern Europea Asid other emerging
markets. Main goal is to integrate world capitalrkeés and the growth in
equity capital.

- The 1998 Russia / East Asia / Brazil crisis ocalirbecause of the weak
corporate practices

- There were scandals and failures at major USA catpms
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3.3Why is there Convergence at all?

The investment and trade liberalization lead togressure on companies to assimilate.
Globally provided products are in competition wibmestic products in price and
quality. This fact leads to convergence of cosicttires and firm organization which
has an effect on decision making and behavior.

International labels globalize customers’ taste emuices. Convergence is the effect of
globalization in capital market.

Many global providers of market finance use globalform standards. These key
requirements should be satisfied everywhere. Amothmportant fact is that these
requirements leave a free space for differencesigroountries.

The 2002 Investor Opinion Survey by McKinsey fouhdt institutional investors said
they would pay very high premium for well goverresporations.

Crédit Lyonnaise (CLSA) reported 2001 and 2002 tbatporate governance is
correlated to stock valuations and financial peniance.

Financial markets have shown that globalizatioddea the change of long-established

domestic patterns of finance.

3.4Convergence toward what?

Convergence is perhaps meant as a victory of osiersyabove the others. But fact is
that management, governance and business plangl@sely integrated in most
companies.

The main task of globalization should be to minienthe risk between investors and
investees.

Because of the importance of Anglo-Saxon instingighe practices and norms are
benchmark for the reforms. The high quality is mared more important for the
reformers. In some respects, the Anglo-Saxon sysienalready closer to the
Continental European.

There are three main areas of convergence:

* Normative backgroundthe hardening of norms is a very important step
toward convergence. The principles of the OECD, NCGIF lead to
convergence around the world. The Anglo-Americagul&tory system is
changing towards the European (the senior corpooéfieers have to
certify the fairness of corporate accounts; corfraxecutives and
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directors should face criminal sanctions if theg found to have deceived
shareholders; prohibition on company lending ta@eaxecutives). Since
the listings on stock exchanges in the U.S. haea lbevised in recent time,
also European companies can be listed on Ameritack &xchanges. The
NYSE rules are benchmark for listing requirements.

“Notwithstanding legal differences among EU memBeaites, the trends
toward convergence in corporate governance prastioe EU member
states appear to be both numerous and more powdran any trends
toward differentiation. In this regard, the codestegether with market
pressures — appear to serve as a converging fdygefpcusing attention
and discussion on governance issues, articulatingst b practice

recommendations and encouraging companies to atiept.”

Divergence is generated in the EU by legal prowisi@and mandatory
requirements. Market-based incentives would besbédr the governance
in many European countries.

* Board independence and structutieere are more independent boards. The
role of the audit committee and convergence witb-ti@r board increases.
The tendency is to arise the board’s independenigsiehwcan happen
through the “significant” number of non-executivedépendent directors.
In the US this number is the half of the board’atseThese independent
directors are not the only solution to show theepehdence in the board:
the board is nominated by the own candidates ifestrdders are highly
dispersed. If the ownership structure is not toaginented, the best
solution is if direct shareholders represent onbiberd.

Cumulative voting works as follows:

“Cumulative voting allows minority shareholders tdect their board

representatives directly. In the more common namdative voting system
the election of each director is effectuated byangj voting; every voting

share has one vote. Typically, in cumulative vaqtithgg number of votes
one shareholder may cast corresponds to the numbbrs or her voting

share multiplied by the number of seats on the ¢ho@he entire board is

6 Comparative Study of Corporate Governance Codds\Rnt to the European Union and its Member States
Weil, Gotschal, and Manges LLP, 2002. Available upaquest from Weil, Gotschal and Manges
(www.weil.com).
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elected in one round of voting, allowing the mihorio concentrate its
votes on one or two candidates.

For a cumulative voting system to be implementedcessfully, the
selection of board members should not be stagg@negeneral, staggered
boards in which only a few directors come up forelection in one given
year present few benefits for shareholders andoften used as a device to
discourage hostile takeovers). In addition, the mation process should
allow appointment of directors who are not approv®dmanagement (or
the incumbent board).

Cumulative voting is the default method in the Uv&del Business
Corporation Act as well as in the corporate law D&laware and New
York, where the majority of large U.S. corporatioase registered.
However, only a few U.S. states, including Califayrhave made it a
mandatory requirement. Russia is the only countrnhave introduced a
fully mandatory cumulative voting requirement 511996 company law’”
There is also convergence in the opposite directiordapan for example
the commercial code was changed in 2002 which alloampanies to
choose their structure of governance (among thesdbeéme that there is a
separate audit board and the new scheme whichmgasito the U.S.
system).

e Accounting and disclosure standards and the reguiatof audit:
Accounting and disclosure standards seem to coawgapally, too. There
are already several standards which are used woddvuch standards
are for example the IAS (International Accountinrlards) or the US
GAAP (generally accepted accounting principles).nil&uropean firms
present their accountings according to these pliesi In Japan there has
been a change in accounting standard since 20@Y. fdve been bringing
their rules closer to IAS. China is also on the wayging the accounting
standards closer to those of IAS.

In the U.S. legislative proposals suggest that GBAP should move
toward the IAS.

" Stilpon Nestor, LL.M., International Corporate @ovance Convergence, page 55, Box 3.1
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There are already many signs for convergence &érdifit countries. More and more
Japanese firms are listed for example on NYSE andba Stock Exchange. The
Sarbanes-Oxley Act is also a step of convergencérmérican and British firms

towards the Continental European system. Goal®BthEU directive tries to regulate
the EU states’ corporate governance systems, whi¢hwvould say is the “European
version” of the Sarbanes-Oxley Act. The separadib@EO and Chairman of the Board
in Anglo-Saxon countries moves this system towd#ndsContinental European two-tier
system.

OECD’s Millstein Report argues that fairness, tpmrency, accountability and
responsibility help national corporate governanatesns reducing specific differences.

3.5 Convergence based on firm performance

| think that ownership structure has a significampact on the functioning of corporate
governance system, because owners’ decision-makimdpe influenced and this has an

effect on corporate life and governance.

The choice of an optimal ownership structure isfispecific and endogenous. The
success of one ownership structure can be harahpared with an other one because
of the different circumstances. Generally the mesment of corporate governance

quality is very difficult.

One approach which makes easier to find out if @ghip structures are converging is
the arrangement of countries based on their lggakms in two groups. We distinguish
between common law and code law countries. In comlfaw countries there can be
many shareholders within a firm and they are alsing protected by law mainly in the
interest of minority shareholders. Shareholders ramre concentrated in code law
countries; they are not as strong protected asomnmon law countries. Complex
ownership arrangements are typical of code law dirrm case of concentrated
ownership we distinguish between cash-flow rightd ®&oting rights of shares, which
means, that owning a relatively small proportiortled shares capital can be enough to

control the firm.
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In Japanese firms for example controlling sharedsldand cross-shareholdings are
common and have a big influence on corporate gewem There exist business
groupings (keiretsus) and the main bank acts aisblaer. The main bank also lends
money to other firms within one keiretsu so it bmes both a shareholder and a debt-
holder. This arrangement can lead to reductiorgehay costs. In the board of directors
there must be one representative of the main barkvbid information asymmetry
between firm and bank. Since the main bank playerg important role within the
keiretsus, a representative of it can be placedhenboard of that firm which acts

poorly.

The best measurement of effectiveness of a firamgtioning is its performance. Now |
would like to give an overview about the relatiopshetween firm performance and

some stakeholders.

351 Board structure’s influence on firm performarce

The independence of directors is one of the mogiomant factors of corporate
governance. Legal requirements can be easier migteblyoard and they can also better
control management’s actions. Furthermore the esteof other stakeholders can be
more comprehensive protected. If strong monitorprgctices are absent outside
directors can act as they are responsible for mong the firm. For those firms whose
board mainly consists of outside directors a nepoagment of an outsider does not

raise the shareholder value.

There were many studies which examined the cororettietween the performance of
firms with controlling shareholders and the boatdigure. Dahya (2008) reported
about a positive relationship and assessed thateffect is stronger in those countries
where the legal protection of minority shareholdersveaker. The firm value can be
increased by a dominant shareholder, if an indeg@nobard is appointed, especially in

those countries of weak legal shareholder protectio

The board structure can be examined also fromithe of CEO. If the CEO is also the
chairperson, we speak about duality. This type @drtd structure is typical of US
companies. Fama and Jensen (1983) argue that agestsycan be reduced and firm
performance can be enhanced if CEO and chairpeasenseparated. The greatest
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influence has the chairperson over a board’s fanctg. This means that decision
management and decision control should be sepanaittih the firm. Corporate
governance codes advise in UK that the roles ofirmizaa and CEO should be

separated. Generally firms choose endogenouslydiei leadership structure.

3.5.2 Ownership structure’s influence on firm perfemance

Berle and Means (1932) reported, that managersa@réorced to maximize corporate
efficiency if ownership and control are separatdéehsen and Meckling (1976) think
that higher insider ownership minimizes agency kaist Shleifer and Vishny (1989)

argue that a certain degree of insider ownershapval effective control and there exists
a non-value maximizing behavior. A firm’s ownerskipucture can be also impacted by
its performance. Poorly performing firms’ shareg aften sold by the shareholders
which changes the ownership structure. Shareholtergrofit-maximizers so this kind

of behavior is endogenous in each firm.

La Porta (1999) argues that the outside sharel®ldentrolling often causes agency
problems, since they use firm’s resources for tlwim benefit and this reduces
shareholder value. A more concentrated ownershigtsire often leads to reduction of

firm value which is appropriated by large sharekad

Differences between US and Japanese firms regacdumgrship-performance relation
are important which are shown first of all in carpie monitoring and information

sharing. Ownership structure in Japan is charae@riby the keiretsus, where the
dominant shareholding firms are widely held.

3.5.3 Outside blockholders’ influence on firm perfomance

Large stakeholders are active at monitoring a Srperformance. Increasing number of
outside shareholders can be an indicator for thrawement of corporate governance.
Shleifer and Vishny (1997) argue that if large shatders come closer to control, they

try to generate private benefits which are notethavith minority shareholders.
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Hedge funds typically play an important role in panate governance and corporate
control. In the United States hedge funds are rathprofitable firms usual. These are
short-term investments and investors get soontpidéidge funds’ influence on a firm’s

performance in long-term is rather mixed.

3.5.4 Influence of the market for corporate controlon firm
performance

Managers can ensure their positions within a compgrusing anti-takeover devices if
the takeover market is active. Bebchuk (2009) fitndé external government forces can
be hindered if management and board try to slowrdbustile takeovers. If there are
internal barriers for protection against hostilke@vers, value destruction can occur.
Moreover, if the adoption of anti-takeover devigeglisclosed, there can be negative
abnormal returns concerning governance structuoenpgrs (2003) reported that firms

with stronger shareholder rights have higher ababreturns.

3.55 Relationship between CEO turnover and firm pdormance

Good governance can influence board decisions eglyeio case of critical tasks. One
of the most important decisions of board is théasgment of CEO if the firm is acting

poorly. It has a serious impact on company’'s inwesit, operating and financing
decisions. CEO turnover (internal and external) e®amined by Kaplan and Minton
(2006) from 1992 to 2005 in large US firms. Thepaded that boards return to poor
performance relative to the industry. Furthermdreytrespond also to poor market
performance and industry. Between the relationraf performance and CEO turnover
ownership plays an important role. Boeker (1998y$i among US firms, if a firm is

poorly performing and CEO has a high proportiomwhership, it is more probable that
CEO will be dismissed than in case of lower praparbf ownership. Dahya (1998) in

turn finds that in UK firms happens the oppositeitoflif the CEO’s stake in the

company is less than 1% the most probable is thatilh be removed. Kato and Long
(2006) reported that the relationship of CEO tusraand firm’s performance in China
is strengthened by large controlling sharehold¥dpin (2002) examined the same
relationship in Italy and finds if the control ovére firm is in one hand and this one
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shareholder owns less than 50% of the firm’'s cdstv frights there exists a low
sensitivity between performance and CEO turnovebs@ (2003) examined 1200
companies in 8 countries regarding effectivenessooporate governance due to the
relationship between firm performance and CEO tuenoHe argues if the firm
performance is poor CEOs are more likely to lodssrtpositions. When a firm has a
two-tier board structure, turnover is higher tharcase of one-tier board structure. In
Japan the situation differs from other countrieeoge firms which are in financial
trouble receive an outside director from the maamko The probability of CEO’s

dismissal at poorly performing is higher than ihestcountries.

Based on the studies above about CEO turnovem-gderformance relationship I find
that the most important monitoring role is playsditstitutional investors. The inverse
relationship between firm performance and CEO tuenas strengthened by both

external and internal measures of corporate gonema

3.6Convergence of corporate governance: further appcbas and

studies

Hansmann and Kraakman (2001) point out that thé gba&orporate governance is
shareholder value maximization. Gilson (2004) dmishes between convergence in
form and convergence in function. If convergencéomrm happens, legal frameworks
and institutions are converging. In case of coneecg in function, countries have

different rules and institutions but they perfoime same function.

Khanna, Kogan and Palepu (2006) find another apgprdar convergence. They
differentiate between de jure (similar corporat@egoance laws) and de facto (actual

practices converge) convergence.

The following Table 6 shows an illustrative listirgpout different dimensions of

corporate governance which is also used for engpisitidies.
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Table 6. Convergence dimensions in corporate goveance

Level Dimensions

Institutional/ 1. Adoption of good corporate governance
National codes
Level 2. Legal reform or regulatory changes
* Requirement of outside directors
* More stringent disclosure
* Greater protection of minority
shareholders and creditors
* Relaxed takeover rules
3. Country level changes
* Spread of CEO option pay
* Trend in hostile takeovers
* Presence of institutional investors

Firm Level 1. Adoption or increase in the number of
outside directors
2. Greater information disclosure
3. Adoption and coverage of executive
stock option pay

Source: Yoshikawa, Toru; Rasheed, Abdul A., Coneaecg of Corporate Governance: Critical Review
and Future Directions, 2009, Table 1
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3.6.1 Drivers and Impediments of Convergence

Figure 8. Convergence in Corporate Governance: An Aalytic Framework

Drivers of
Convergence
v
Institutional Corporate Effects of
“ffects
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L h = FETOETICE
(MNational Level) Convergence > SRR
(Firm Level)
Impediments to [ ry

Convergence

Source: Yoshikawa, Toru; Rasheed, Abdul A., Cogerce of Corporate Governance: Critical Review
and Future Directions, 2009, Figure 1

Convergence is the competition over “best practie@song countries. The integration
of financial markets is one of the most importartefs. It is a primary driver because
national financial markets became more and moregmted. Each action is very
fundamental for convergence which also affects @glmp structure’s transformation.
The participation on international stock exchancgs increase firm valuation. Another
way of integration is through cross-border mergand acquisitions. Product market
integration and the resulting global competitionl Wwave the same effect in the long-
run (Khanna and Palepu, 2004). Corporate governeamcde seen as a new technology
or innovation which can be adopted as best practi€his leads to convergence. The
first code of good governance was the Cadbury Cateenreport (UK, 1992) which
was followed by some developments. Aguilera andr@u€azurra (2004) find that
countries with weak shareholder protection, higtvegoment liberalization, and a

strong presence of foreign institutional investersd to develop the codes.
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The following factors are the most important impeelnts to convergence:

» Path dependence is an important impediment to cgewee because in each
country there are different historical events (&anks play different roles in each
country). Bebchuk and Roe (1999) distinguish betwstucture- and rule-driven
path dependence. Structure-driven path dependereansnthat an ownership
structure has a direct influence on subsequent higestructures. The reasons of
this kind of path dependence are rent seeking #iuieacy. In case of rule-driven
path dependence the initial ownership structureiemtts the follow structure by the
influence of administer company with legal insitat The reasons are affections of

other interest groups.

* Complementarities are also impediments to convese®Schmidt and Spindler

argue a system is complementary if elements fettogy well.

* Multiple optima: Khanna (2006) argues that completagties can induce multiple
optima. Nations can end up choosing different besmdbf practices that yield
equivalent long-run corporate governance. Theoaig little chance to change from

one system to another.

* Rent seeking by interest groups: governance stegttan exist in long-run even if
they are suboptimal, because some parties resetigeh Their private benefits

would reduce if change occurs.

» Differences in property rights regimes

« Economic nationalism and differences in social r®orm
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* Lack of consensus on an ideal: there is no optiovahership structure, private

benefits are always considered.

During the last decades many studies were madeaooug governance dimensions.

Table 7 shows a summary of studies on institutioagibnal and firm levels.

Table 7. Convergence dimensions in corporate govesnce

Author(s) and year
of publication

Time period

Sample and Contexe

Variables

Research Question and Firdings

Institution-Level Research

Catitlen, 2000 Tate 1970/ Farly
19805 {c late
19905
Agpuilers aml 19781999
Cuervo-Cazurra,
2004
Schneper and 19881998
GCuillen, 2004
Coorger, 19902004
Martynova and
Renneboog,
2005
Toms znd Wright, 1550-2000
2005
Khanna et al., 2006 1598

Zatton: and 15922005
Cuomo, 2008

Firm-Level Research

Tuschke and 1596-1999
Sancers, 2003

1743 ronmitrios
(sample size varies
by the governance
indicator)

4% Lonitris

37 countries

30 European
countries

The US and UK

4% developed and
developing
countries

44 countries: 29 civil
law countries and
15 common law
countries

76 listed German
firms

Change in iy povernance indicatnes:
stock of FOI; presence of
institutional investors; balance
between debt and equity finance;
adoption of long-teem CTEOQ pay;
and announced hostile takeovers

DOV winether g country develuped a
governance code; number of codes
developed

I¥: country’s legal system; anti-director

rights; economic integration;
government liberalization; foreign
institutional ownership; domestic
capital market

OV: announced hostile takeovers
IV: sharcholder rights; labor rights;
bank rights

Changes in tzkeover regelations

Historical analysis of changes in
corporate governance systems

DV: lezal protection of shareholders
and creditor protection

IV: degree of capital market, product
market, and labor market integration
botween pairs of countrics

1* study — Comparison of the diffusion
of governance codes among
countries with different legal
systems

2% study
DV: Coverage of codes; Strictness of

code recommendations
W Commion law conmiries

DV: adoption of stock-based incentive
plan; adoption of transparent
accountng stindards (LAAY or
LAS)

IV: ownership concentration

Investigates the shift in siv comorats
governance indicators in up to 43
couniries and finds that no major
shifts took ploce from the lae 1970s/
early 1980s to the late 19%0s.

Investigates whether varivous coury
level variables would be positively
related to the adoption of corporate
governance codes. [t was tound that
codes were devdoped in response to
both endogenous and exogenous
factors. It is argued that efficiency
needs and legitimation pressures led
0 the adopHon

Examines the effects of stakeholder
power on the spread of hostile
takeavers in 27 countries and finds
that shareholders’, workers', and
banks’ rights affected the adoption.
Announced hosile akeovers
increased with greater sharcholders’
rights and decreased with greater
workers” and banks’ rights.

Examines the charges in akecver
ropulations, especially on adoptions
of the mandatory-bid rule, the
equal-treatment principle, the
aqueozeniit ele, and the wse of
voting caps, nor-voting shares,
duakclass and multiple voting shares.
The study found convergence in the
regulations.

Examines the charges of corporate
governance system in the US and UK
durng the last =0 years and shows
that menitoring by shareholders
increased in both countries.

Examines the similarity and
convergence of corporate governance
practices between economically
interdependent countries. The study
found a strong rolationship betwoen
ecomomic integration and de jure
governance similarity but no
evidence of de facto similarity.

Examines the adoptdon of corporate
governance codes in civil law
countries compared with common
law countries. Civil law countries
issued codes later than common law
countries and the codes in civil law
countries are more ambiguous and
lemient

Investigates the effect of ownership cn
the adoption of stock option pay and
transperent accounting practices of
German firms. There is an inverse
U-shaped relationship beiween
ownership concentration and these
governnce reform measures.
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Khanna and
Palepu, 2004

Khanna ef al., 2004

Fiss and Zajac,
2004

Buck and
Shahrim, 2005

Khanna e al., 2006

Sanders and
Tuschke, 2007

Yoshikawa,
Tsui-Auch and
McGuire, 2007

Markarian et al.,
2007

Bozec, 2007

Chizema, 2008

19812001 Intosys, Indian
spftware industry

2002 794 firms in 24
countries

1990-2000 112 listed Corman
firms

200072001 7 matched German
and UK firms

2001 495 firms in 25
emerging
economies

19062000 &9 listed German

firms

1990s-2005 Sony, Japanese firms

1995 and 2002 75 large global firms

2002 230 Canadian firms

2002-2005 126 German firms

Cualitative study

DV: information disdosure (overall
and financial transparency)

IV interactions with US financial
(listing, equity investment, FII),
product (export, operations) and
labor (business travel) markets

DW: shareholder value orientation
(value-based management control
systemn, stock option plans for
managemont, international
accounting stardards)

IV: ownership structure (banks,
firms, government, families, other
institutions); CEO's age and
education

DV: coverage of executive stock
opdons (ESO), performance
conditions of ESO

DV: de facto similarity to US corporate
governance standards (CLSA index)
IV: exposure to global capital markets,

glebal product markets, and global
labor markets

V- adoption of stock option plans

IV: associations with US markets (US
stock listing and sales); executives’
business education: adoption of
transparent accounting standards
{GAAP or [AS); board interlocks;
industry adoption

Qualitative study

Comparison of governance and
disclosure practices between 1995
and 2002

DV: board composition; executive
compensation; shareholder rights;
information disclosure

IV: US cross-listing; US operations

DV: disclosure of individual executive

compensation

IV: institutional, dispersed, and state
ownership; prior adoption of
shareholder-oriented practices;
firm size; size of the supervisory
board; firm age

Investigates corporate governance
practices of Infosys and finds that
the firm adopted US corporate
governance practices to attract talent,
not because of global capital market
pressure.

Examines whether exposure to US
markets led to greater disclosure
practices of foreign firms. Findings
indicate that greater interactions with
US markets were associated with
similarities in disclosure practices of
foreign firms.

Investigates the effects of ownership
structure and CEO characteristics on
the adopton of sharsholder-oriented
practices of Corman firms. Resuls
indicate that block holdings by
returm-oriented and pro-business
shareholders led to the adoption of
shareholder value orentation. The
study also found that some firms
espoused shareholder value-oriented
practices but did not implement
them. Powerful actors reduced the
likelihood of “decoupling.”

Compares 7 German and UK firms in
terms of the coverage of ESC and
performance conditions attached to
ESO. Findings show that the USstyle
ESO have diffused among large
German firms, but with distinctly
un-American features.

Examines the relationship between
global market exposure and adoption
of US carporate governance practices
in firms in 25 emergng economiss
and finds that no such relationship
exists,

Investigates the impact of exposure
US markets of German firms on the
adoption of stock opton plans and
finds that the adopters were likely to
have greater degree of associations
with US markets and had experience
of adopting other “institutionally
contested” practices,

Examines how global market exposure
led Sony to reform its corporate
governance practice in the late 1990s
and how its board practices had
diffused to other firms which in turn
led to regulatory reforms in Japan.

Examines the changes in governance
practces such as CEO/ Chair duality,
the percentage of independent
directors, and board size as well as
the degree of governance-related
disclosure of large global firms and
finds that there was an increase in
independent directors and the
amount of information disclosed in
2002 compared with 1995,

Examines whether US market
interaction is related to the US
governance practices among
Canadian firms and finds that greater
US market interaction is associated
with US governance practices.

Examines whether ownership patterns
affect the disclosure of individual
executive compensation. Results
indicate that institutional ownership,
dispersed ownership, state
ownership, and prior adoption of
shareholder-oriented practices are
positively assoclated with disclosure.

Source: Yoshikawa, Toru; Rasheed, Abdul A., Conercg of Corporate Governance: Critical Review
and Future Directions, 2009, Table 2
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3.7Takeover regulation’s convergence

Takeover regulation is an important element of oomfe governance. Changes in
takeover regulation can affect changes in ownerahgb control. “There is as yet no
consensus as to the best system of corporate ldwhether legal convergence should
be encouraged on a global level. Some law and esmsoacademics proclaim the
superiority of the shareholder-oriented corporatgegnance system, characterized by
well-developed capital markets, the prevalencensfitutional investors, good investor

protection, a market for corporate control, and@u$ on shareholder valué.”

La Porta (1997) argues that in those systems witst in common law countries,

investors show a higher willingness to pay retarthe shareholders.

Hansmann and Kraakman (2000) find that if corporai®’'s shareholder-centered
ideology is accepted by countries, this would leadorporate-law reforms which mean
that results would be achieved in the convergefa®iporate governance towards the
Anglo-Saxon system. Convergence makes only in dase sense if political and
institutional barriers are eliminated. Gilson (2Dp@égues that a contractual convergence

of best corporate practice should exist.

“Although takeover regulation is mainly seen as echanism to facilitate efficient
corporate restructuring (Burkart(1999)), it is almo important in terms of mitigating
conflicts of interests between diverse company timesncies such as management,
shareholders, and stakeholders. Takeover regulalo@ms not only curb conflicts of
interests related to transfers of control, but &las a more general impact on the agency
problems between management and shareholders,ityiand majority investors, and
other stakeholders. As such, it constitutes an mapd element of a corporate
governance system, its corporate governance robeyeVver, depends on other

characteristics of the governance system such aership and control®

In the last decade, the European Commission tadthtmonize takeover regulation. A

Takeover Directive was created in 2004, but it wasadopted. There is no consensus

8 Goergen Marc, Martynova Marina, Renneboog LucpBate Governance Convergence: Evidence From
Takeover Regulation Reforms in Europe, page 3

° Goergen Marc, Martynova Marina, Renneboog LucpBate Governance Convergence: Evidence From
Takeover Regulation Reforms in Europe, page 6

53



about the best corporate governance system, yet.shill a question if EU countries
change their regulation in order to have a comnwparate governance system. There
have been already steps taken toward convergendethis does not mean that

corporate governance systems are converging tovassagle optimal system.
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4 Conclusion

Since globalization is happening in the world, cengence of corporate governance
systems became also common. There will be probablycountry which adopts
regulations and rules completely of another count®pnvergence is rather the
movement of different systems towards a common me€apital will flow into those
countries which are more globalized and stablkinktthat convergence will go on but

there will never be a “best corporate governanséesy’.

As it was shown in the thesis, there are many m@ffecultures and countries and they
cannot really be compared to each other. In mytpafiniew is the ownership structure
the most sensible factor regarding convergence ifférent systems. Ownership
structure functions as an endogenous outcome oisides. Stakeholders can be
influenced at decision making by many factors. THeynot always decide objectively.
If a privately held company decides to sell shared a publicly held company has a
secondary distribution, their ownership structucas be changed and become more
diffuse. If takeover exists, those decisions whaon@hares are reflected in ownership
structure. The profit-maximizing attitude of shasklers influences decision-making

mostly.

| think that the most important thing in order tavk a well performing company is to
keep in mind that stakeholders shall find always plossible “best solution” for the
firm. Owners and managers should work together ey should consider firm’s

interest and not the own profit.
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Deutscher Abstract

Diese Diplomarbeit beschaftigt sich mit der Konwarg von Corporate Governance Systemen.
Im ersten Teil der Arbeit werden der Begriff Corgier Governance definiert sowie die
grundlegenden internen und externen Mechanismenimms AuRerdem werden die
angelsachsische, die germanistische, die japanisetiedie spanische Corporate Governance
Systeme mit Schwerpunkt auf Eigentiimerstrukturesthgeben.

Das nachste Kapitel behandelt die Dimensionen ven drwahnten Strukturen und die
Entwicklung der Corporate Governance Systeme inlelzien Jahrzehnten. Die Mdglichkeiten
zur Konvergenz vor allem aufgrund von Unternehmefakeund Ubernahmeregulierung aus
der Sicht der verschiedenen Interessensgruppeneweb@sprochen. Es wird auch eine
Zusammenfassung Uber die Forschungstétigkeiten, Hinelernisse und die Treiber der
Konvergenz beschrieben.

Da die Globalisierung nicht zu vermeiden ist, dpié Konvergenz von Corporate Governance
Systemen in den letzten Jahrzehnten auch einenselige Rolle. Wahrscheinlich wird es nie
ein Land geben, das die Regeln von einem andened L@lkommen tbernimmt. Konvergenz
ist eher die Bewegung von einem System Richtun@uedteres.

Um ein gut funktionierendes Unternehmen zu habs&nwichtig, dass die Interessensgruppen
immer die beste Lésung fur die Firma zu finden wehen.
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