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European Cor porate Gover nance Codes:
An Empirical Analysisof Their Content, Variability and Convergence

Abstract

Using Latent Semantic Analysis techniques to amalye texts of the corporate governance
codes of twenty-three EU nations, we obtain a numba&ew findings regarding their content,
variability and convergence. We determine that amai governance codes of corporate
governance can be decomposed into five common themih substantial cross-sectional
variability in their relative importance. We alsad that these codes cluster in ways that are not
fully consistent with the legal regime classificais of LaPorta et al (1997), leading us to
construct two new regimes. We further discover thatidentity of the code issuer is important
in establishing a code’s primary theme as weltgghanges over time. Finally, we fail to find
evidence of an unchecked convergence towards ato/Aaxon model of corporate governance,
with some aspects of code design converging tdJtKe model while others diverge.
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European Cor porate Gover nance Codes:
An Empirical Analysisof Their Content, Variability and Convergence

I. Introduction

As national economies become intercomtetiirough global trade and communication,
local standards of corporate governance have bedogreasingly important to investors.
Beginning with the Cadbury Report of 1992, cousstaee adopting national codes that attempt
to guide, if not implicitly regulate, the level abrporate governance enjoyed by investors in
their firms. The existence of these codes now makpsessible for investors to shop national
markets in an effort to invest in those economiest will best provide protection against
expropriation and fraud by management or majoritgreholders. Using a sample of twenty-
three different European national codes spannweyiaty of historical legal traditions, this study
provides one of the first empirical analyses of tbatent, variability and convergence in these
national codes of corporate governance.

Our focus on European national sademotivated by several considerations. First,
the existence of the European Union (EU) allowsusxamine the impact of political and
economic integration on the development of corgogatvernance and the associated evolution
of normative company law. Second, the Europeanaro@s are sufficiently capitalized to be
important to the global economy, making our findingeful to an understanding of international
business practices and policies. Finally, thisgarmf European countries provides the cross-
sectional variability in legal regimes that will@k us to test how historical legal traditions
influence the design of current governance prastice

More specifically, this study empirically examindsee research questions as they relate

to national codes of corporate governance. Firgt, examine the extent to which there is
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significant variation across the twenty-three codésur sample countries. That is, to what
extent are there meaningful differences in the gouece themes emphasized in these codes?
The existence of differences in national governacmdes can encourage competition in the
market for business incorporations as investorg #ee most favorable environments for their
investments. Related to the issue of code vaitipalsl our analysis of similarities between codes
of countries from a shared legal regime and thergxb which these governance codes are able
to define new country groupings that differ frone ttommon-civil law classifications currently
reported in the literature.

The effect that issuer identity has on¢hatent of codes has not been examined in any
systematic fashion within the literature. In thimidy we compare the thematic content of
governance codes based on the nature of the issWéx.find that issuer identity plays an
important role in deciding what themes will be emgbed within a code and helps to explain
code evolution.

Cernat (2004) argues that the spreaglaifal capitalism and its emphasis on economic
efficiencies implies a competition between corpergbovernance systems to determine which
one better serves the needs of international inv®stTo the extent that a particular system of
governance best serves the needs of investorsnigg anticipate a convergence of governance
systems. Previous researchers such as LaPorta(E93) argue that the common law system
provides the best set of investor protections, sstygg that one would observe a convergence of
national codes to the United Kingdom (UK) modelaf'ts, we might see countries design their
national codes in an effort to create a corporagall environment that is most attractive to
investors. Thus, our third research question foguse the extent to which national corporate

governance codes are converging towards the U.KdlemoUnlike previous studies of code



convergence (Bebchuk and Roe, 1999; Pistor et28D0; Hansmann and Kraakman, 2001;
Gilson, 2001; Khanna, Kogan and Palepu, 2006),aoatysis tests for convergence on a theme
by theme dimension of the codes. This approachvali® to test specifically for the possibility
that convergence with common law is occurring imsaspects of governance while diverging
in others.

We develop this study into eight sectidimsthe following section, we provide a brief
discussion of the development of national codesogporate governance while in section three
we describe the data used in this study. Sectan frovides our empirical findings regarding
code variability and the relevance of historicagjde traditions for grouping countries with
comparable governance practices. Our findings dagarthe effect of code issuer are contained
in section five. We present our results concerniogle convergence and their thematic
evolution in sections six and seven. We concludb wibrief summary and discussion in section

eight.

2. The Development of National Codes of Cor porate Governance

2.1 The creation of national codes of corporate governance

The first corporate governance codes weitten in the U.S in the 1970s, during a wave of
mergers and hostile takeovers. In 1978, the U.SirBss Roundtable published a report entitled
The Role and Composition of the Board of Directors of the Large Publicly Owned Corporation.
As noted by Aguilera and Cuervo-Cazurra (2004} teport shifted the role of directors from
being largely ornamental to one with substantiapomsibilities and represented the first set of

guidelines designed to improve the quality of cogp® governance within U.S. firms.



By the late 1980s, corporate governance cbegan to emerge worldwide. In 1989, the
Hong Kong Stock Exchange issued a code of bestipeac followed by Ireland in 1991. The
development of national governance codes accetenatth the publication of the Cadbury
Report in the U.K. in 1992. Aguilera and Cuervaz@aa (2004) report there has been an
exponential rise in the number of national coddbvong the release of the Cadbury Report,
although this evolution has not followed a lineathp By the end of 2007, the European
Corporate Governance Institute reported codesixty-six different countries.

2.2 The nature of corporate governance codes

The corporate governance codes developed throtighe European Union are not
legally binding and are an important component wfolgean soft law. These codes are based on
the “comply or explain” principle. That is, compeasiare free to deviate from the practices
recommended in these codes as long as they explireasons for doing so. But as Hermes,
Postma and Zivkov (2006) caution, the fact thas¢heodes are incorporated into the listing
requirements of many exchanges gives them a maeneafonature than “comply or explain”
would imply. Indeed, Aguilera and Cuervo-Cazurr@(2) note that codes developed by stock
exchanges and governments have the strongest ealolity and hence are most likely to effect
actual governance practicefndeed, this aspect of government and exchangedssodes is an
important reason for our subsequent analysis oieisglentity on code design. They conclude
their examination of corporate governance codeé whe observation that these codes are
gaining increased visibility and importance as ttemand for corporate transparency and

accountability grows in a globalized economy.

! National codes are also developed by professamssaciations, director associations, and managemssatiations
with consequently less ability to enforce them. Seheodes are essentially voluntary in nature amdeas able to
correct governance deficiencies.



3. Data Description
The sample used in this study consistsmeinty-three members of the European Union

selected on the basis of their adoption of a natiocorporate governance code, the significance
to the global economy, and their contribution te thversity of the legal regimes contained in

our sample. The first formal adoption of a natiocadle of corporate governance for our sample
countries occurs in 1998, while the most recentpsetoin our sample is in 2007. The actual

national corporate governance codes and relatedagaicerning the dates of code adoption are
obtained from the website of the European Corpdeateernance Institute, an international non-

profit organization focusing on the policy and amadt study of global governance practices.

We describe our set of sample codes in Table 1 aviisting of their adoption dates and a
history of their subsequent revision. We separatesample of governance codes according to
their legal regime as defined by LaPorta et al {d99his allows us to compare groups of
countries using a characteristic that has imporitaptications for corporate governance and is
widely established in the literature. Indeed, L@@t al note that common law countries
provide shareholders and creditors the greatesuamaf protection against expropriation by
insiders while French civil law countries offer tleast.

We observe that the United Kingdom, the only comran country in our sample, is a
relatively early adopter of corporate governanceeso Although France reports the first
adoption in 1998, the U.K. issued a series of swdind public statements on the need for
corporate governance and reform beginning in 1988 the Cadbury Report. These studies
continued with the Greenbury Report (1995), Haniegort (1998), and finally concluding with
the Turnbull Report and the Hermes Statement terriational Voting Principles in 1999. In
2000, the U.K. completed its internal debate owaregnance by formally adopting a national

code of corporate governance. Thus, there is a loistpry of activity within the U.K.
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concerning corporate governance prior to its acadmption of a national code in 2000. The
U.K. has revised its code twice subsequently. Tirs fevision occurred in 2003 while the
second was published three years later, in 2006.

The German civil law countries adopt their codiéisee coincident with that of the U.K.
as was the case with Germany or two years latedjcagustria and Switzerland. Interestingly,
both Austria and Germany have repeatedly revised todes. Indeed, Germany leads as the
most frequent code reviser among our sample casnand has revised five times.

The French civil law countries exhibit the wideahge in adoption dates of any of our
legal regime sub-samples. As noted previously, é@amplemented the first formal national
corporate governance code in 1998. Luxembourg isngnthe latest adopters, with its code
being adopted only in 2006. The three earliest sepamong the French civil law countries
have all revised their codes at least once sintialiadoption. France has revised its code once,
while Portugal, a 1999 adopter, has revised itedbdee times. Greece, another early adopter
among the French civil law countries has revisedade once.

There are only three Scandinavian civil law cow@stin our sample and they have only
recently adopted corporate governance codes. [irflas the oldest of these codes, although it
extends back only to 2003. In spite of its recatdpdion in 2004, we observe that Norway has
revised its code three times.

The last subset of our sample countries are thosewe refer to as former Socialist
states. This subset is as large in number as @eckrcivil law countries and constitutes 35% of
our sample. The Czech Republic is the first of filmener Socialist states to have adopted a

corporate governance code, doing so in 2001. Ttestlas Poland in 2007. One of the most



distinguishing features of this subset of countige¢he limited number of revisions. Only the

Czech Republic (2004), Slovenia (2004) and Hung20®7) have revised their codes.

4. Code Variability and Country Clustering

4.1 Latent Semantic Analysis and code theme identification

In this section we explore two important aspectsaitfonal governance codes. First, we
investigate how governance codes differ from edblkrdoy the themes they elect to emphasize
in their code construction. We then examine howsehédifferences in codes might group
countries into governance-comparable clustersdbatot align with the civil vs common law
dichotomy of LaPorta et al (1997).

We undertake this analysis by using Latent Semainalysis (LSA) which involves a
quantitative analysis of the relationships betwaeet of documents and the terms they coftain.
LSA was invented by Deerwester et al (1990) tocalisr hidden structure, (i.e., latent
semantics) in the corpus of a text. As a simplevgta of this, consider these two sentences:
“John is Bob's father and Mary is Ann's mother” dNtary is Bob's mother.” LSA is able to
discover the sibling relationship between Bob ameh Aeven though it has no explicit knowledge
of family structure (Landuauer et al, 1998). LSéed not match terms between passages to
accomplish this. Rather, it infers relationships reducing the dimensionality of the text's
eigenspace in a manner similar to Ordinary LeastaBp reduction of a two dimensional space

to a one dimensional line (Manning and Schutze 1p0Bor example, LSA will treat the words

2 Latent Semantic Analysis was patented as a neladetogy in 1988 and is based on both the method of
least-squares (LS) and on singular value deconipogiBVD). It requires several steps. In thetfitep the
documents are converted to term vectors and celldoto a matrix. Next the matrix is decomposedSN/D into
three component matrices, the T, D and S matritég dimensionality of these SVD matrices is redumed the
original matrix is reconstructed from the reduc&bDSomponents. The reconstructed matrix is a isgatires best
fit of the original matrix.



‘car' and 'automobile' synonymously when they aedun similar contexts. By using the LSA
methodology, we can undertake a comparative asabfsnational governance codes, determine
their inherent themes, and estimate which of thesmaost closely related.

4.2 Codethematic analysis

To begin our analysis of cross-sectional diffeemnén national codes of corporate
governance, we first decompose each code intoritisat themes. These themes capture the
essence of any governance code and serve as thewwk around which the codes’ various
provisions are constructed. We then compare ttagivelimportance of each of these themes
across our sample governance codes.

By using the technique of Boukus and Rosenber@gR(n the context of the LSA
methodology, we are able to identity key themethé@national governance codes of our sample
countries. More specifically, we identify the fimeost dominant themes that are present in our
sample governance codes. We limit our analysisnly tve themes since additional themes
explain very little variance in the code documeritgdeed, our fifth theme is able to explain only
2.96% of the variance in codes. Overall, the flvemes capture over 83% of the variability in
the governance codes. Additionally, our use of diMg themes is consistent with the practice
and parsimony of Boukus and Rosenburg.

In Table 2 we provide a listing of the five thenpgesent in our sample of national codes
of corporate governance along with the percentdgeode variance they explain. We also
itemize the keywords associated with each themeoli¢erve that the most important theme as
measured by percentage of variance explained tsagsociated with internal governance and
board organization. This theme accounts for ovét ©4 the aggregate variation in the national

codes. The percentage of variation explained deigsificantly as we consider the remaining



themes. For instance, the coordination of statellagd regulatory effects explains only 9.09%
of code variability while the themes of accountdig¢losure, industry effects and shareholder
protection in aggregate account for only approxetyadnother 10%.

4.3 Country clustering by code theme

Using the themes identified in the preceding sective can explore how countries
cluster on the basis of code similarity. We begiis analysis by grouping the sample countries
based on the legal regime classification of LaPettal (1997). We then identify an archetype
code for each country group that we examine. @htbetype is simply the country code that is
most closely identified with a legal regime as deél by LaPorta et al (1997). For the common
law regime, the United Kingdom serves as the aygleetode. For the French and German civil
law regimes, the French and German codes servechstgpes, respectively. LaPorta et al
(1997) also identify Scandinavian and Former Swt&lregimes. Our analysis suggests that
these regimes are no longer useful in understantbngmonalities among national governance
codes. We find that many of the former Socialidd &tandinavian countries exhibit a stronger
relation with the code of Finland than with otherrher Socialist countries or with another
Scandinavian country. We also find that the govecaacodes of three French civil law countries
(i.e., Greece, Portugal, and Spain) demonstrateager correlation with Finland than their own
regime’s archetype, France.

These results lead to the creation of a new arplkedynd country grouping. We establish
Finland as a new archetype with the associatedneegieferred to as Global Governance
Practices which reflects the relative geographiltsppersion of these countries. We also find that
Latvia’s governance code most closely relates &b Hstonia. Hence, we identify Estonia as a

code archetype for a regime that we refer to asidBalvil. Thus, we find that the regime
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groupings based on the historical origins of a tgts laws only imperfectly account for
commonalities in corporate governance codes andahaore current classification emerges
from an analysis of the content contained in thdesathemselves. This leads to the creation of
two new code archetypes and legal regimes.

In Table 3 we present our results from a LSA of thest recent code for our sample
countries. We observe that there are importantrgereces from the widely used legal regime
groupings of LaPorta et al (1997). For instanceitZsland is classified as a German civil law
country according to LaPorta et al, but our analygiows that its current code of corporate
governance is more highly correlated with that @drniee rather than Germany. Indeed, its code
is more highly correlated with that of France’srthihe codes of Italy or Luxembourg which are
classified as French civil law countries by LaPatal. We observe similar divergences from
the LaPorta et al classifications for Greece, R@tuSpain, Netherlands, Norway and Sweden.
These findings suggest that use of the LaPortd @assifications for the purpose of gaining a
deeper understanding of the governance practicedsshareholder protections available to
investors in firms incorporated in these nationghthibe misleading. Our findings show that
national governance practices have evolved pasoriual legal practices, with new country
clusters emerging. These new country clustergdas the thematic content of the most current
national governance codes are likely to be mordulige understanding a county’s capital
market flows and its business environment tharohcsl legal traditions.

Now that we have identified the key themes gmesn our sample of governance codes,
we are able to compare these codes across coumtriggnel A of Table 4 we present a country-
by-country analysis of theme weight for each natiagovernance code. That is, we examine

what percentage of variation in each country’s asdeccounted for by each theme. We observe
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that internal governance and board organizatiortteemost important themes in the codes of
Sweden, Switzerland and Finland. It is of the tleagortance to the U.K. State legal and
regulatory effects are less important for all cowst with an average theme weight of 9.7%
compared to 34% for internal and board governangecounting and disclosure is generally
more critical, with an average theme weight of 22.4The Baltic and Germanic civil law
countries appear most interested in this themeusimg effects are most important to Hungary,
Portugal, and Norway. The results for shareholdetegtion are interesting in that France’s code
appears slightly more focused on this aspect oegwance than that of the U.K which is the
archetype for common law. Although our methodolabapproach can not capture the quality of
shareholder protections provided in the French sodeis result suggests that shareholder
concerns have become a more visible issue for Rrewvestors.

In panel B we compare mean theme weights acrosstroes! grouped according to the
LaPorta et al (1997) legal regimes. We observettteaScandinavian regime ranks the highest in
attention given to internal governance/board desigiwell as legal/regulatory effects. It ranks
second among the regimes regarding industry effebtd at the bottom concerning
accounting/disclosure. The German civil law regiaeks second in internal governance/board
design as well as legal/regulatory, but first ic@mting/disclosure. The common law countries
rank low with respect to discussion of internal gmance/board design, but not surprisingly are
at the top regarding shareholder protection. Tinéérest on shareholder protections is consistent
with previous work (e..g, LaPorta et al, 1997, 20@porting the superiority of common law for
the protection of minority shareholders. The formecialist countries are top-ranked relative to
industry effects, perhaps reflecting their desirelésign general governance guidelines that will

assure foreign investors and attract external aapit
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In panel C we perform an identical analysis, b asr revised listing of legal regimes
based on code thematic content. We find that theltsefor the common law and French civil
law regimes remain generally robust. That is, theative rankings regarding theme importance
between the LaPorta and the alternative regimeimgalare comparable. The changes that we do
observe are attributable to the migration of thenfer socialist states to the Global Practices
regime and the emergence of the Baltic civil lagimee. The Global Practices regime, which
includes most of the former Socialist countriespwnranks the highest in emphasizing the
themes of internal governance/board structuree degal and regulatory issues, and industry
guidelines and policy. Interesting, it ranks lastits emphasis on accounting and disclosure.
Codes in the Global Practices regime are in thedlaidith respect to shareholder protections.
The other new regime, Baltic civil, places a heamyphasis on accounting and disclosure, but is
last in shareholder protection. Indeed, its meamweight of 3.44% for shareholder protection
is the lowest value observed across all five theameksgive regimes. The Baltic based codes also
place important weight on internal governance/ Baostructure (28.9%) and state legal and

regulatory issues (11%).

5. The Effect of Code | ssuer

Although studies such as Aguilera and Cuervo-Caz(2004), Enrione, Mazza and
Zerboni (2006), and Zattoni and Cuomo (2008) doaintieat the identity of the issuer varies
across national corporate governance codes, thetlire has not systematically analyzed
differences in the content of the codes that essher creates. In this section, we examine how

codes differ across issuers by comparing the welatnportance of each theme. We then
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investigate the extent to which these themes chaogess the sample period. That is, do issuers
elect to alter the relative importance of themethay revise their codes over time?

In panel A of Table 5 we present a tabulation @ igsuers of our sample codes. The
issuer identity and subsequent classification i®iokd from several sources. The ECGI, our
source of the code documents themselves, providésital issuer identity that they refer to as
the provenance of the code. In a number of casesdimtity is insufficient to classify the issuer
as to type. Consequently, we undertake a systematicsearch, beginning with the website of
the issuer as identified by ECGI, and then progmgsso various exchange, industry and
governmental websites. From this search we aretabdentify successfully the identify of the
issuer of our twenty-three sample codes.

We assign our set of codes to one of four issuessdications. The first is government
and represents issuers who are national regulatathyorities, government ministries or a state
commission. Exchange codes are those codes issuadnational stock exchange and code
compliance is a requirement for listing. An indysttassification is assigned to those issuers
who are members of various trade or industrial @asons. These codes are voluntary in nature
and lack the enforceability of government or exdsrssued codes. Our last classification is
that of a composite group and refers to an isdwrdontains members from at least two of the
preceding groups. By design, composite issuergsept a hybrid of interests and perspectives.

Panel A of Table 5 contains a distribution of themer and percentage of the sample
codes by issuer type. We observe that industrizgesntost frequent issuer of codes, accounting
for nearly 35% of the sample. The next most pmwliBsuers are stock exchanges (30.5%),

followed by government (26.1%). Composite groupsoaat for only 8.2% of the codes. We
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find that the identity of the issuer does not cleaméhen we consider revisions. The original
issuer remains the issuer of the revisions as well.

Panel B provides a country and legal regime amalylkcode issuers. There is no obvious
pattern in the distribution of issuer type acrdsslegal regimes. One finding that does emerge is
the near absence of government issued codes ifotheer Socialist countries. Of the eight
former Socialist countries in the sample, only @m®ech Republic operates under a government
issued code of corporate governance. The coddsedfther seven countries are either industry
or exchange originated.

The content of the codes by issuer type is examine€thble 6 through an analysis of
their latent themes. In Panel A we present the npeacentage of total code variance explained
by each theme for the four different kinds of igsueBoth the exchange and government issued
codes place primary emphasis on accounting antbdise, although the exchange issued codes
places a nearly identical weight on board orgaiwmaand internal governance. Industry issued
codes clearly emphasize board organization andnategovernance, with the policy guidelines
and principles articulation associated with indystifects a distant second. The composite group
focuses on accounting and disclosure and weigggdtmension of corporate governance more
highly than any other issuer.

Differences also emerge in what issuers least esighan their codes. Exchange issuers
are least concerned with industry and associatedatad governance while the government
issued codes place the least weight on state gatlriegulatory issues. Industry issuers appear to
de-emphasize accounting and disclosure concerrtbeincodes they design. The composite
issuers, like the government issuers, place thst lemphasis on state and legal regulatory

considerations.
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In Panel B of Table 6 we examine the standard tiewiaf theme weight across issuers.
This analysis provides us with an insight into ¥haeability and differences in theme importance
within codes issued by a given issuer type. Amexghange issued codes, we observe that the
highest standard deviation occurs concerning adogyand disclosure guidelines. Variability
regarding the nature of shareholder protectionsfisonly slightly lesser magnitude. The
government designed codes demonstrate a compagratiégn in variability, with the greatest
standard deviation occurring in accounting and ldgge followed by shareholder protection.
The industry issued codes show their greatest biityain the discussion of industry and
association related governance matters followethdayd organization and internal governance
matters. The composite group shows the widest hitityain the area of shareholder protections
with accounting and disclosure issues following.

In Table 7 we examine how theme importance chaogestime for each of the issuers.
For each issuer, we report the slope coefficienafaegression of theme weight against the year
in which the specific code is issued. This allowsa determine if the importance of a particular
theme is changing over time. Panel A contains outirigs for the exchange issued codes. We
find that board organization and internal govermatiemes are increasing in importance over
time with the importance of the other themes reingiconstant. The legal and regulatory theme
involving coordination with state authorities isiotreasing importance in the codes issued by
government agencies as shown in Panel B. We obgeRa&nel C that the industry codes change
in several different aspects over time. Industsuésl codes decrease their emphasis on both
shareholder protections and accounting/disclosuréetines while increasing their attention on

the coordination of corporate governance with stagml and regulatory guidelines. Panel D
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examines composite issued codes and shows thatdedaegulatory policy considerations are
becoming increasingly important in the design efsthcodes.

We conclude from Table 7 that theme importance gbsrover time and that these
changes differ across issuer types. We find thahaxge issued codes are emphasizing the
importance of board organization and the firm’'&intl governance structures while those codes
issued by government agencies or composite grotipsterested parties are placing greater
weight on state legal and regulatory policy cooation. The greatest set of changes, however
is occurring within industry codes that are dedreashe importance of accounting/disclosure
requirements as well as shareholder protectionsy,Tiwo, like the government and composite
group issuers are emphasizing state legal andaegulpolicy coordination. In aggregate, our

findings show the importance of issuer identitgatde design and theme emphasis.

6. Convergence

6.1 Legal regime and convergence

A number of recent studies such as Berglof (19R4Rorta et al (1998), Becht and Roel
(1999), Hall and Soskice (2001) and Colier and Zarg2005) focus on the issue of whether
there is a national corporate governance codepirddrms best under the competitive pressures
of a globalized economy. The increase in crossdyorderger and acquisition activity, the
growth in international equity trading, and the towed development of national codes of
corporate governance have intensified this debate.

Various researchers note the apparent superidritjegocommon law system and argue
that there is global convergence towards it. Aggdnirel, Stulz and Williamson (2007)
contend that, on average, foreign firms have infegovernance compared to the U.S., while

those few firms that enjoy better governance acatkd in Canada or the U.K. Hansmann and
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Kraakman (2001) argue that Anglo-American govereasche best and predict a convergence
of corporate governance towards this model. Thetpéu assert that companies that fail to adopt
a shareholder orientation will suffer from lowerash prices and a consequent higher cost of
capital. Goergen and Renneboog (2008) note thet awiew implies the ultimate survival of
only the shareholder focused governance of the &Agherican model.

In spite of the many plausible arguments in favbran international convergence in
corporate governance, a number of contrary argwsnexist. Cernat (2004) contends that the
capital-labor differences inherent between the comrand civil law regimes combined with
weaknesses in EU decision-making makes governamceergence unlikely. Roe (1996) and
Bebchuk and Roe (2002) argue that once a corpgmternance is in place, incumbent interests
will work to maintain it. Further, the existence switching costs increases the likelihood that a
governance system will not be changed.

The existing empirical literature suggests thatlevlsiomprehensive convergence might
be difficult to achieve, there is limited convergenon specific issues. Aguilera and Cuervo-
Gazurra (2004) find evidence for convergence irpomte governance practices but also an
indication of hybridization, reflecting the influem of specific national factors. Georegen,
Martynova and Renneboog (2005) report that the ¢ww regulating takeovers has evolved
significantly over the past decade and now morsetioresembles that of the U.K. Collier and
Zaman (2005) find convergence in global governgmeetices towards the common law concept
of the audit committee with its demands for indejmicte and financial literacy by committee
members. Wojick (2006) also reports evidence ofegoance convergence based on a statistical
analysis of governance ratings. Khanna, Kogan aiepR (2006) find evidence of governance

similarity between countries, but emphasize thairtfindings are not driven by similarity to
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U.S. governance standards. They further observestieh similarity occurs most prominently
for relatively developed countries located in theme geographical region. Goergen and
Renneboog (2008) note there are other drivers igfocate governance convergence such as the
standardization of listing requirements and thepéida of common accounting practices.

The literature, however, has not examined the éxterwhich convergence might be
occurring through the design of national codesapaorate governance. Our analysis of these
documents provide new insights regarding the cayeme of international legal practices
through the design of compatible corporate govereasodes. The following section provides
our empirical results.

6.2 Empirical results

In Table 8 we examine the extent to which natiag@alernance codes are converging
towards the common law model of the U.K. We perfohis analysis on both an aggregate code
level as well as for each of the individual themEss latter analysis tests for the possibilityttha
convergence occurs along selected dimensions oérgamce rather than being a general
phenomenon.

In Panel A we present the cosine similarity cotretes between our sample codes and
that of the U.K? In the case of multiple codes, we calculate threetation for each revision with
the U.K. code that is most current at that timethia far right column, we present the change in
the correlation for each country over the samplege

There are a number of important findings contaimeganel A. We first note that the

correlations of the German Civil Law countries witlte U.K. are decreasing over time. We

3 For instance, as of 2005, all firms listing onld &ock exchange must comply with Internationahaficial
Accounting Standards.

* The cosine-similarity measure is the most commaeshd correlation measure used in LSA. We comhige t
statistic by converting the governance codes intaraay of document vectors. These vectors are alarend and
the similarity measure is computed between evecyident vector.

19



observe that both Germany and Austria are movingyafnom the U.K. model, with Germany
demonstrating greater divergence than Austria. \Wi¢ghexception of one, all of the French civil
law countries fail to revise their codes. Thusyehis only one correlation change to analyze. The
absolute level of the correlations for these ¢oes is high, greater than those calculated for
the German civil law countries, most of the GloPahctice countries, and all of the Baltic
countries. The average correlation for the Frenhil Caw countries is 0.816. Italy is the one
French Civil Law country that has multiple codesl ave find that it is becoming less correlated
with the U.K. over time.

The Global Governance Practices group demonstasiderable variability as one
might expect in such a diverse set of countriese Tzech Republic, Portugal, and Hungary
demonstrate divergence from the common law modéh, tveir U.K. correlations declining over
time. Three countries, Finland, Norway, and Sloaeakhibit movement towards the U.K.
model. For those countries with no change in tbettes, their average correlation with the U.K.
governance code is 0.824.

The Baltic countries of Estonia and Latvia show ldwest overall correlation with the
U.K. code. In this sense, the Baltic codes appehetthe least influenced by common law. Their
correlations with the U.K. are even significantg$ than those of the former socialist countries.

We conclude from this analysis that both convergesnad divergence towards the U.K.
model of governance is occurring within the EWr@ndings do not support the contention
that there is a trend in continental corporate tawecome more common law oriented. These
results suggest, however, that continental laviresady affected by common law as measured by
the high correlation of continental governance sogih that of the U.K. But we further observe

that this relationship is not strengthening overeti
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We now examine the extent to which specific themestained in these governance
codes of civil law countries compare with their otarparts in common law. We estimate this by
standardizing the variance for a given theme withicountry with the corresponding U.K.
percentage. This ratio provides a measure of a dleemelative importance to the U.K.
governance code. To the extent that theme weiglgsapproximatley equal amd the ratio
approaches unity, the codes possess high compgtiaiild a degree of convergence can be
presumed.

We observe, in general, that German civil law caastinclude more discussion in their
codes about internal governance/board design, /tegalatory, accounting/disclosure, and
industry effects than their U.K. counterparts. Thajor exception is shareholder protection.
Germany devotes only 30% as much as the U.K. tsauskion of shareholder protections. It is
likely that this discrepancy accounts for the gmogvidivergence between the U.K. and German
codes reported in panel A. The findings regardihgreholder protection in Austria are even
more pronounced, with the Austrian code contairinky 11% as much as that of the U.K.

The French Civil Law countries uniformly devote mattention to internal governance
and board organization than does the U.K. They &dsaos more on issues concerning state
ownership, government policies and the managemeénhe legal/regulatory interface. This
might reflect the greater degree of state involvetnie the French economy than that observed
in the U.K. Half of the sample countries exhibit@nparable level of discussion of accounting
and disclosure as their U.K. counterparts, whike dther half focuses less attention. The major
differences between the French Civil Law codes #ad of the U.K., however, reside in the
areas of shareholder protections and the involvéfendustry associations in the development

of governance principles. The codes of French &wil countries, on average, offer only 73% of
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the emphasis on shareholder protection as thatqad\by the U.K. Likewise, they provide only
46% of the emphasis offered by the U.K. code raggriohdustry guidelines.

The codes of the Global Governance Practices godugpuntries show comparatively
high levels of attention directed towards intergalvernance/board organization, legal and
regulatory effects, and the role of industry groufisese codes, however, provide less discussion
on accounting/disclosure issues and shareholddegtion than the U.K. code. The Global
Governance Practices group of governance codesverage, demonstrate less weight on
shareholder protection than the French Civil Lawugr, but more than the Baltic or German
Civil Law codes.

The Baltic Civil Law codes focus strongly on intakrgovernance/board organization,
legal and regulatory considerations, and accoufdisgjosure issues. They place the least
emphasis on shareholder protection of the four cedames that we analyze in this study. They
are also weaker than the U.K. code regarding teeudsion of industry groups and associations

in the design of their governance principles.

7. Evolution of Code Themes

It might be that codes of corporate governancevevoler time as national policies and
economic priorities change. In this section, weestigate how national codes change over time
by separately examining those codes that have flesesed. We perform this analysis at both the
country and country-group level.

In panel A of Table 6 we examine each of our sansplntries individually. We observe
that the largest overall change occurs for accagndisclosure, with that theme appearing to

become less important over time. The largest deerean the importance of the
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accounting/disclosure theme occurs for the codésniland, Portugal and Slovenia. Internal and
board governance considerations have become mquertamt, with an average increase of
3.25% in proportional thematic content. Surprisgnghe relative importance of shareholder
protection does not appear to change much acras rewisions. We do note, however, that it
has become incrementally more prominent in the €odé&).K. and Germany.

Panel B contains an analysis of thematic evolutiaiihin our set of alternative legal
regimes. Several interesting findings emerge frbm examination. First, we notice that the
Global Governance Practices regime demonstratdaripest change of any regime when all five
themes are considered, reflecting the large chaimgesrtugal and some of the former Socialist
countries. The common law countries exhibit the Ilsaabsolute change for each of the five
code themes, suggesting an overall increased isfainil these codes. The theme with the
greatest change is accounting and disclosure, avitbticeable decline in its relative importance
among the Global Governance Practices countries iShfollowed by a 42% change in the

importance of board organization and internal goaace.

8. Conclusion
Through the use of LSA, we are able ton@ra the thematic content of the governance

codes for twenty-three EU nations. Our analysisipces a number of useful findings regarding
the content, variability and convergence of thesaes.

We find that these national codes of coaf® governance can be decomposed into five
major themes emphasizing internal governance/bosagdnization, state legal and regulatory
effects, accounting and disclosure, industry effeend shareholder protection. We find that

there is substantial variability in the relativepiontance of these themes across both countries
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and regimes. Consistent with the existing inteorati governance literature, we find that the
U.K. offers exceptionally strong emphasis on shaldgr protections.

We also determine that these codes clusterys that are not totally consistent with the
legal regime classifications established in therditure by La Porta et al (1997). Consequently,
we construct two new groupings, Global Governaneetizes and Baltic Civil Law that better
capture code commonalities. We conclude that naktigovernance practices have evolved past
historical legal classifications, perhaps reflegtthe increasing influence of global market and
economic forces.

We find that the identity of the codeussis important in establishing a code’s primary
theme. We also discover that theme importance @saaoger time and that these changes differ
across issuer types. Exchange issued codes emgplilasiamportance of board organization and
the firm’s internal governance structures whilestna@odes issued by government agencies or
composite groups of interested parties place greagght on state legal and regulatory policy
considerations. The greatest set of changes, howmeeirs within the set of industry issued
codes that are decreasing the importance of adogydisclosure requirements as well as
shareholder protections. They, too, like the goremnt and composite group issuers emphasize
state legal and regulatory policy coordination.

Although the existing corporate finanderiture is abound with references to the general
superiority of common law countries with respecsha@areholder rights, we fail to find evidence
evidence of an unchecked convergence towards ato/Aaxon model of corporate governance.
Rather, we determine that some elements of centiak governance codes are converging to the
U.K. model while others diverge. We conclude #@way convergence between national codes is

more likely to occur on the basis of “best praciatan convergence to a common law model.
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Table 1: Chronology of Code Adoption arRevision

The sample below consists of twenty-three EU membentries. They were selected based on theirtamop
of governance codes, the size of their capital starlkand their contribution to the diversity ofitHegal
regime. The first year that the country adopteadrporate governance code appears in the seoctundrg
followed by revisionary history. The last colunmtetls the number of revisions for the country.

Y ear of Year of Y ear of last Number of
Country/Regime first Adoption first Revision Revision Revisions
Common Law
United Kingdom 2000 2003 2006 2
German Civil
Austria 2002 2005 2007 3
Germany 2000 2002 2007 5
Switzerland 2002 - - 0
French Civil
Belgium 2004 - - 0
France 1998 2003 2003 1
Greece 1999 2001 2001 1
Italy 2002 2006 2006 1
Luxembourg 2006 - - 0
Netherlands 2003 - - 0
Portugal 1999 2001 2007 3
Spain 2006 - - 0
Scandinavian Civil
Finland 2003 2006 2006 1
Norway 2004 2005 2007 3
Sweden 2007 - - 1
Former Socialist
Czech Republic 2001 2004 2004 1
Estonia 2005 - - 0
Hungary 2002 2007 2007 1
Latvia 2005 - - 0
Poland 2007 - - 0
Romania 2000 - - 0
Slovakia 2002 - - 0

Slovenia 2004 2005 2007 2



Table 2: Theme Identity in National Corporate Governance&sod

In this table we decompose the LSA similarity measato distinct components following the methodpl@f Boukus
and Rosenberg (2006). Their approach is similgpriaciple component analysis’ in which key terare identified

by a computer algorithm but the interpretationhef terms is left to the researcher. The key tenmradisted in the third
column and our interpretation of them appears éftlurth column. We limit our analysis to the fissthemes in order
to strike a balance between variance-explainedoapdrsimony. The second column, variance-explaisatie
amount of variance that the given theme explairieéngovernance code.

LSAThemes VarianceExplained Keywordsmost frequently occurringin thistheme Governance Focus

Theme 1 64.15% board, committee, general, diretoruneration,  Internal Governance /
meeting, business, report Board Organization

Theme 2 9.09% ownership, state, entity, coordigatiountry, policy, State legal and
government regulatory effects

Theme 3 3.69% supervisory, audit, effective, indgroontrols, Accounting / Disclosure

review, guidance

Theme 4 3.17% bodies, associations, public, guidsjicompliance, Industry effects
articles, principles, recommendations

Theme 5 2.96% committee, investor, rights, votajrochan, Shareholder protection
disclosure



Table 3: Legal Regime and Code Clustering

Countries grouped to regimes too which they aretmaimsilar. Column 3 holds the similarity
statistic used to group each country. The statisths computed by analyzing latent semantic
features of each code, calculating the cosine aiitylbetween those features and the features of
each regime, and then matching the country to diggnre for which the cosine similarity was
highest. When our grouping differs from La Pottze last column shows where the change

occurred.
Regime Code Revision Similarity P-value La Porta change
Common Law United Kingdom (2006)
German Civil Germany (2007)
Austria (2007) 945 <0.1%
French Civil France (2003)
Belgium (2004) .958 <0.1%
Italy (2006) 892 <0.1%
Luxembourg (2006) .9%9 <0.1%
Switzerland (2003) .950 <0.1% German Civil
Global Governance Practices Finland (2006) L
Czech Rep (2004) .9%7 <0.1% Former Socialist
Greece (2001) .989 <0.1% French Civil
Hungary (2007) .760 <0.1% Former Socialist
Netherlands (2003) 755 <0.1% Scandinavian
Norway (2007) 918 <0.1% Scandinavian
Poland (2007) 918 <0.1% Former Socialist
Portugal (2007) .788 <0.1% French Civil
Romania (2000) .969 <0.1% Former Socialist
Slovakia .00% <0.1% Former Socialist
Slovenia (2007) .949 <0.1% Former Socialist
Spain (2006) .856 <0.1% French Civil
Sweden (2007) 9689 <0.1% Scandinavian
Baltic Civil Estonia (2005) 984 <0.1%
Latvia (2005) .98%¥ <0.1%

5 Italy's correlation path to France: Switzerlargdg), France (.892)
6 Luxembourg's correlation path to France: Belgiu®32), France (.919)

" We choose Finland 2007 to be the ‘Global Archetlypeause it has the highest correlations to mdob&bregime' nations than any other.
Using Finland 2003 (listed firms) yields the sarhestering results, however using Finland 2007 &ietl firms) enabled subsequent
convergence calculations. Our thematic analysieisaffected by this choice.

8 czech Republic's correlation path to Finland: Skia (.976), Spain (.958), Romania (.942), Gre&dd), Poland (.927), Finland (.927)
o Hungary's correlation path to Finland: Poland4)8Romania (.797), Greece (.781), Slovenia (.788)den (.761), Finland (.760)

10 Netherlands' path to Finland passes through elbther regimes.. It starts with Poland (.906) mmathes Finland at the"8rder (.755)
1 Norway's correlation path to Finland: Sweden ()98thland (.916)

12 poland's correlation path to Finland: Romania®{)96weden (.937), Slovakia (.934), Czech Rep (.9@ieece (.922), Finland (.919)
1B Portugal's correlation path to Finland: Greec83)7Finland (.786)

14 Romania’s correlation path to Finland: Swedenl(.9inland (.969)

15 Slovakia's correlation path to Finland: Czech R8&), Poland (.934), Spain (.927), Romania (.9&2¢ece (.917), Finland (.902)

16 Spain's correlation path to Finland: Czech Rep8).95lovakia (.927), Greece (.890), Romania (.8Bb)land (.856)

17 sweden's correlation path to Finland: Romanial(.9@reece (.970), Finland (.969)

18 Estonia has first order correlation to Latvia (P&kecond order correlation to Switzerland is qrBA7).

19 | atvia has first order correlation to Estonia (.p88econd order correlation to Switzerland is qr822).



Table 4: Proportional Theme Weights for Countries and Regime

In Panel Awe decompose each country code into its constithemes and sort them by those themes. This imble
normalized so that small countries can be comp@aréatge countries, that is, the sum of each oftthestituent themes
for each country is equal to 100%. _In Panel®arrange each country into its LaPorta et 87} 9egime. We then
average the theme weight for all the countriesaicheegime. The regimes are then sorted by theseds.

Panel A: Countries sorted by theme weights

Internal / Board Legal / Regulatory  Accounting/ Disclosure Industry effects Shareholder Protection
Sweden 61% Finland 19% Estonia 49%  Hungary 51%ovakia 39%
Switzerland  56% Norway 17% Latvia 46%  Portugal 6%3 France 37%
Finland 49%  Portugal 17% Austria 45%  Norway 30WK 35%
Romania 44% Slovenia 15% Germany 44%  Slovakia 4% 2 Spain 33%
Greece 43% Switzerland  13% Luxembourg 41% Nethdd 23% Czech 32%
Norway 40% Sweden 13% Spain 32% Czech 19% ltaly 31%
Poland 40% Estonia 13% UK 29%  Germany 16% Belgi 27%
Luxembourg 39% Romania 12% Belgium 29%  Austria 15% Poland 25%
France 37% Poland 11% ltaly 29% Romania 13% hétkinds 23%
Portugal 36% Greece 10% Slovenia 28% UK 13% dewe 21%
Slovenia 32% Austria 10% Greece 22%  Latvia 13%omania 20%
Italy 32% Hungary 10% Netherlands 22%  Finland 2%1 Finland 18%
Latvia 32% Latvia 9% Poland 20%  Switzerland  10%lovenia 16%
Czech 31% France 8% Czech 17%  Belgium 9% zéviénd 16%
Belgium 30% Spain 8%  France 15%  Greece 9% @reec 16%
Slovakia 27% Netherlands 8% Romania 10%  Slovenia 8% Germany 12%
Estonia 26% Germany 7%  Slovakia 10%  Luxembourg% Hungary 11%
Austria 26% UK 6%  Hungary 7%  Estonia 5%  Luxenntgp 8%
Spain 25% Belgium 5%  Norway 5% Poland 4%  Paittug 8%
Netherlands  23% ltaly 5%  Switzerland 5% ltaly 4%Norway 7%
Germany 21% Luxembourg 5%  Sweden 4%  France 3% Estonia 6%
Hungary 21% Czech 1%  Portugal 3% Spain 2% rsust 4%
UK 18% Slovakia 1% Finland 3% Sweden 1% Latvia 1%
Panel B: La Porta regimes sorted by theme weights
Internal / Accounting / Shareholder
Board Legal / Regulatory Disclosure Industry effects Protection
Scandinavian 50.06%  Scandinavian 16.34% German 8%d.1 Former Soc. 17.23% Com Law 34.83%
German 34.24%  German 10.14% Com Law 28.98% Scaridma 14.22%  French 22.89%
French 32.91%  Former Soc. 9.00% French 24.18% Germa 13.90%  Former Soc. 18.72%
Former Soc. 31.63%  French 8.34% Former Soc. 23.42%m Law 12.76%  Scandinavian 15.20%
Com Law 17.77%  Com Law 5.65% Scandinavian 4.18% ndkre 11.65%  German 10.55%
Panel C: Alternate regimes sorted by theme weights
Internal / Legal / Accounting/ Industry Shar eholder
Board Regulatory Disclosure Effects Protection
Global 37.29% Global 11.18%  Baltic 47.63% Global 28%  Com Law 34.83%
French 36.20% Baltic 10.99% German 44.27% German .88%  French 25.45%
Baltic 28.85% German 8.54% ComLaw 28.98% ComlLaw 2.76%  Global 19.57%
German 23.44% French 7.49% French 25.10% Baltic 0%.1 German 7.87%
ComlLaw 17.77% Com Law 5.65% Global 12.71% French .75% Baltic 3.44%



Table 5: Distribution of Codes Across Issuer Type, Coumtng Legal Regime

Government issuer refers to national legislaturegowernmental commission/ministries. Industry &siare industry or trade
associations and groups. Exchange issuers arenabsimck exchanges. Composite issuers refemoigpg that contain
representatives from at least two of the precedmogps. The legal regimes are constructed on this bdcomparability of code
themes. Current code refers to the most recentwbde all codes includes the current code plusealisions to the code.

Panel A: Distribution of Code by Issuer Type

| ssuer Current Codes All Codes Per centage
Government 6 17 26.1
Industry 8 15 34.7
Exchange 7 10 30.4
Composite 2 5 8.7
Panel B: Distribution of issuer type by legal regime andicivy
L egal Regime Country and Year of Most Current Code I ssuer Type
Common Law United Kingdom (2006) Government
German Civil Germany (2007) Government
Austria (2007) Composite
French Civil France (2003) Industry
Belgium (2004) Composite
Italy (2006) Exchange
Luxembourg (2006) Exchange
Switzerland (2003) Industry
Global Practices Finland (2006) Industry
Czech Rep (2004) Government
Greece (2001) Industry
Hungary (2007) Industry
Netherlands (2003) Government
Norway (2007) Industry
Poland (2007) Exchange
Portugal (2007) Government
Romania (2000) Industry
Slovakia (2002) Exchange
Slovenia (2007) Exchange
Spain (2006) Government
Sweden (2007) Industry
Baltic Civil Estonia (2005) Exchange
Latvia (2005) Exchange



Table 6: Summary Statistics for Each Issuer Type

Panel Acontains the mean percentage of code variatiolaievgal by a particular theme. Panepisents the standard deviation

of these mean values for each theme by issuer §peernment issuer refers to national legislatoregovernmental
commission/ministries. Industry issuers are industrtrade associations and groups. Exchange sswemational stock
exchanges. Composite issuers refer to groupstimiain representatives from at least two of tlee@ding groups.

Panel A: Average thematic content by issuer type

Issuer Type Internal / Legal / Accounting/ Industry Shareholder
Board Regulatory Disclosure Effects Protection
Exchange 32.57% 9.69% 34.18% 7.43% 16.13%
Gover nment 24.60% 6.64% 29.03% 17.78% 21.95%
Industry 39.47% 13.39% 9.76% 20.09% 17.29%
Composite Group 26.67% 8.16% 41.78% 15.15% 8.23%
Panel B: Standard deviation of thematic content by issyiee
Issuer Type Internal / Legal / Accounting / Industry Shareholder
Board Regulatory Disclosure Effects Protection
Exchange 4.31% 5.07% 12.54% 6.68% 12.47%
Gover nment 5.73% 3.60% 13.11% 7.18% 11.79%
Industry 10.73% 3.31% 7.24% 14.01% 9.12%
Composite Group 2.18% 1.95% 7.26% 3.52% 10.43%



Table7: Theme Evolution by Issuer Type

This table holds the results of 20 OLS regressionw/hich the five code themes are the dependeiahblas and the year the
code is issued is the independent variable. Gowent issuer refers to national legislatures or guwental
commission/ministries. Industry issuers are industr trade associations and groups. Exchange ssarer national stock
exchanges. Composite issuers refer to groupsdbatain representatives from at least two of theceding groups.
Statistical significance at the one percent leséhdicated by ***, five percent statistical sigicidince is represented by ** and
ten percent significance at *.

Panel A: Exchange issuer codes

Theme Coefficient P-value R-squared

Internal / Board 1.30 0.107 * 0.291 Earliest Code: 2002
Legal / Regulatory 1.09 0.273 0.148 Latest Code: 2007
Accounting / Disclosure 0.55 0.829 0.006 Total Number: 10
Industry Effects -1.40 0.283 0.142

Shareholder Protection -1.53 0.541 0.048

Panel B: Government issuer codes

Theme Coefficient P-value R-squared

Internal / Board -0.09 0.873 0.002 Earliest Code: 1998
Legal / Regulatory 0.59 0.076 * 0.194 Latest Code: 2007
Accounting / Disclosure 0.61 0.635 0.015 Total Number: 17
Industry Effects 0.16 0.818 0.004

Shareholder Protection -1.27 0.260 0.084

Panel C: Industry issuer codes

Theme Coefficient P-value R-squar ed

Internal / Board 0.76 0.448 0.045 Earliest Code: 1998
Legal / Regulatory 0.57 0.050 ** 0.264 Latest Code: 2007
Accounting / Disclosure -1.25 0.048 ** 0.268 Total Number: 15
Industry Effects 1.63 0.202 0.122

Shareholder Protection -1.71 0.029 ** 0.315

Panel D: Composite group issuer codes

Theme Coefficient P-value R-squared

Internal / Board 0.13 0.851 0.012 Earliest Code: 2002
Legal / Regulatory 0.76 0.083* 0.567 Latest Code: 2007
Accounting / Disclosure 0.81 0.712 0.047 Total Number: 5
Industry Effects -0.22 0.836 0.015

Shareholder Protection -1.48 0.636 0.075



Table 8: Convergence to the Common Law Regime

Panel Ashows how each national code converges to the Coile. Data is obtained by eextracting the
correlation between a country’'s code and the mexstnt U.K. code existing at ttthe time. We comphte
values in the 'Change' column by subtracting thetmecent ccorrelation from the oldest correlatidanel B
provides a theme-by-theme comparison bbetweeneagtiry’s code and that of the U.K. We computes¢he
numbers from the data ii in Table 4, Panel A byidihg the theme weight for each country by the them
weight for tthe U.K.

Panel A: Change in correlation between the U.K. and therotbuntries

Regime Country 1999 2000 2001 2002 2003 2004 2005 2006 2007 Change
Common Law UK
German Civil Germany 0.762 0.665 0.599 0.603 0.655 0.658 (-10.4%)
Austria 0.659 0.607 0.654 0.648 94)1
French Civil France 0.836
Belgium 0.893
Italy 0.909 0.772 (-13.7%)
Luxembourg 0.822
Spain 0.724
Switzerland 0.852
Global Finland 0.763 0.799 3.6%
Practices Czech Rep 0.836 0.718 (-11.8%)
Greece 0.863
Hungary 0.699 0.647 (-5.2%)
Norway 0.674 0.664 0.786 0.777 10.3%
Poland 0.752
Portugal 0.703 0.616 0.613 (-9.0%)
Romania 0.826
Slovakia 0.803
Slovenia 0.639 0.635 0.694 5.5%
Sweden 0.877
Baltic Estonia 0.473
Socialist Latvia 0.456
Panel B: Theme-by-theme comparison between each countryrend.K.
Internal / Legal / Accounting / Industry
Board Regulatory Disclosure Effects Shareholder Protection
Common Law UK
German Civil Germany 1.22 1.41 1.42 1.33 0.30
Austria 1.42 1.78 1.48 1.24 0.11
French Civil France 2.02 1.88 0.43 0.44 1.06
Belgium 1.64 1.07 0.95 0.69 0.81
ltaly 1.76 1.30 1.08 0.21 0.78
Luxembourg 2.14 0.96 1.35 0.52 0.25
Spain 1.35 1.67 1.05 0.14 1.01
Switzerland 3.07 2.67 0.16 0.74 0.48
Global Finland 221 3.17 0.46 1.17 0.43
Practices Czech Rep 1.65 0.35 0.62 1.45 0.91
Greece 1.85 2.23 0.67 1.03 0.64
Hungary 1.37 2.07 0.19 3.31 0.44
Norway 2.20 3.44 0.18 2.17 0.25
Netherlands 127 1.67 0.73 1.74 0.69
Poland 2.20 2.25 0.65 0.33 0.75
Portugal 1.70 1.78 0.42 1.71 0.74
Romania 2.40 2.45 0.34 1.00 0.61
Slovakia 1.74 2.94 1.44 0.48 0.10
Slovenia 1.80 3.02 1.21 0.38 0.32
Sweden 3.36 2.62 0.14 0.07 0.63
Baltic Civil Latvia 1.73 1.88 1.50 0.95 0.02
Estonia 1.44 2.53 1.62 0.41 0.19



Table 9: Evolution of Theme Weights by Country and Regime

Panel Apresents changes in code themes over time for @fattte sample countries. PanelsBows the thematic evolution of
national governance codes grouped by the altemnatt of legal regimes. Panelp@esents thematic evolution of the codes by
the LaPorta et al (1997) regime classificationsee Mean' statistic is the average of a given theregplanatory content across
all codes revisions for a given country. The @& statistic is the difference in thematic cohteetween the latest code
revision and the earliest code revision. Thisigtiatcan not be computed for countries with onheacode revision. The
'StdDeV' statistic is the standard deviation ofveeiy theme’s explanatory content across all cedésions for a given country.
This statistic can not be computed for countrieth winly one code revision.

Panel A: Country analysis of code evolution

Regime Country Internal / Board Legal / Regulatory Accounting / Disclosure Industry effects Shareholder Protection
Mean Change  StdDev Mean Change  StdDev Mean Change StdDev  Mean Change  StdDev Mean Change  StdDev
Common UK 18% -3% 2% 5% -1% 2% 30% 1% 3% 13% -2% 1% 33% 5% 3%
German Germany 22% -1% 3% 7% -0% 0% 43% 5% 2% 18% -7% 3% 10% 9% 3%
Civil Austria 26% 2% 2% 9% 3% 1% 45% 0% 1% 17% -3% 1% 4% -1% 2%
French Civil France 37% -0% 0% 9% -2% 1% 13% 4% 2% 6% -6% 5% 35% 5% 4%
Belgium 30% 5% 29% 9% 27%
Italy 32% -1% 0% 7% -3% 2% 33% -8% 6% 3% 2% 1% 26% 10% 7%
Luxembourg 39% 5% 41% 7% 8%
Spain 25% 8% 32% 2% 33%
Switzerland 56% 13% 5% 10% 16%
Global Finland 40% 17% 12% 16% 6% 4% 14% -22% 16% 16% -8% 6% 14% 7% 5%
Practices Czech Rep 30% 2% 2% 2% -2% 1% 19% -4% 3% 19% -0% 0% 30% 4% 3%
Greece 34% 18% 13% 11% -2% 1% 20% 4% 3% 14% -9% 6% 21% -11% 8%
Hungary 25% -8% 6% 10% -1% 1% 6% 3% 2% 44% 13% 9% 15% -7% 5%
Norway 40% -0% 1% 17% 0% 0% 5% 1% 1% 29% -1% 3% 8% 0% 2%
Netherlands 23% 8% 22% 23% 23%
Poland 40% 11% 20% 4% 25%
Portugal 31% 12% 5% 9% 14% 6% 13% -19% 8% 23% 26% 11% 25% -33% 14%
Romania 44% 12% 10% 13% 20%
Slovakia 32% 15% 44% 6% 3%
Slovenia 33% 1% 1% 15% 1% 0% 37% -16% 8% 5% 2% 4% 10% 13% 6%
Sweden 61% 13% 4% 1% 21%
Baltic Civil Latvia 32% 9% 46% 13% 1%
Estonia 26% 13% 49% 5% 6%

Panel B: Alternate regime analysis of code evolution.

Regime Internal / Board Legal / Regulatory Accounting / Disclosure Industry effects Shareholder Protection
Mean Change  StdDev Mean Change StdDev  Mean Change StdDev Mean Change  StdDev  Mean Change  StdDev
Common Law 18% -3% 2% 5% -1% 2% 30% 1% 3% 13% -2% 1% 33% 5% 3%
German Civil 24% -5% 3% 8% 3% 1% 44% 5% 2% 17% -10% 2% 7% 7% 4%
French Civil 36% -1% 9% 8% -5% 3% 25% -5% 13% 6% -4% 4% 26% 16% 10%
Global Practices 35% 42% 9% 12% 16% 5% 17% -53% 13% 19% 21% 13% 18% -27% 10%
Baltic State 29% 4% 11% 2% 48% 3% 9% 5% 3% 4%

Panel C: La Porta regime analysis of code evolution

Regime Internal / Board Legal / Regulatory Accounting / Disclosure Industry Effects Shareholder Protection
Mean  Change StdDev Mean Change  StdDev  Mean Change  StdDev Mean Change  StdDev Mean Change  StdDev
Common Law 18% -3% 2% 5% -1% 2% 30% 1% 3% 13% -2% 1% 33% 5% 3%
German Civil 27% -5% 10% 8% 3% 2% 40% 5% 12% 17% -10% 3% 8% 7% 5%
French Civil 32% 52% 6% 8% 9% 4% 22% 23% 11% 13% 1% 10% 25% 15% 10%
Scandinavian 44% 17% 10% 16% 6% 2% 8% -21% 8% 20% -9% 12% 12% 8% 6%

Former Soc. 32% -5% 6% 11% -2% 5% 27% -16% 16% 15% 14% 15% 15% 10% 10%



