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US stock markets and convergence

Theinternational integration of financial marketsisa central dynamic of the globalization
process and a potent force for driving changesin theinstitutions of cor porate gover nance.
During thelate 1980s and 1990s, cross-border portfolio investment expanded dramatically.
The number of regional and global investment funds focused on emerging markets
increased from ninein 1986 to nearly 800 in 1995, and the combined assets of emerging
market funds grew from $1.9 billion $132 billion during thistime (World Bank, 1997: 16).
Conversely, the number of foreign companieslisted on the two major US stock markets
(Nasdaq and the New York Stock Exchange) increased from roughly 170 in 1990 to over
750in 2000.EI There are now more non-US companiestraded on Nasdaq and NY SE than
there are German corporationstraded on the Deutsche Borse. Some theorists have taken
these trendsto indicate a coming convergencein theinstitutions of corpor ate gover nance
around theworld, at either the national or thefirm level (see Davis and Useem, 2001 for a
review). At thenational level, states may adapt their system of corporate gover nanceto the
American model in order to achieve the growth benefits of “ shareholder capitalism” (e.g.,
Levineand Zervos, 1998). AsLarry Summersput it, “ Financial marketsdon’t just oil the
wheels of economic growth —they arethewheels’ (Wall Street Journal, December 8, 1997).
Thus, forty-three nations opened their first post-War local stock exchange during the 1980s
and 1990s, often as a meansto attract foreign portfolio investment in local companies
(Weber and Davis, 2000). At thefirm level, managersof companies seeking to attract
equity investor s have strong incentivesto follow the standar ds of American institutional
investorsfor appropriate gover nance structures. The ultimate impact, according to
enthusiasts, will be the worldwide dominance of the American model of how to finance and
govern a cor por ation.

We arguein thispaper that the appropriate level of analysisto addresstheissue of

conver gence in cor por ate gover nanceistheindividual firm, and that organization theory
provides a useful toolkit for unpacking the economic globalization process at arelatively
micro level. Discussions of the“ American model” portray it asa blueprint for an
institutional matrix oriented toward disper sed investors, from the proper way to compose a

board of directorsto how to generate shareholder-friendly bodies of corporate and

1 By “listed” we include firms that trade only on a US market and those that trade on both a local market and a US
market, typically by sponsoring American Depository Receipts (ADRS).
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securities law (Easter br ook and Fischel, 1991; cf. North, 1990). But to the extent that the
“American model” isa coherent construct at the national level, there are substantial legal
and cultural barrierstoits spread (Guillen, 2001), and many of the relevant institutions of
cor por ate gover nance—such as stock markets—are not strictly contained within nation-
states. It islargely the choices of decision-makerswithin firmsthat deter mine how
corporationswill be structured, from what stock market they list on and how they compose
the board of directorsto the strategy and goals of thefirm. Moreover, whileinstitutions
constrain firms, decison-makerswithin firms can choose their institutional jurisdiction.
US cor porations have long experience with this notion: while securities law is national in
Scope, cor por ate law is made by states, and companies choose their state of incorporation,
ther eby creating competition among state legislatures to provide corpor ate law that
appealsto corporate decision-makers (Romano, 1993). To an increasing extent such
institutional competition now takes place at a global level, as choices about wherea firm
incor por ates (cor por ate law) and what market its securitiestrade on (securitieslaw) are
decoupled from where a firm isheadquartered and wher e production takes place. By some
accounts, just as Delawar e won the competition to be the preferred state of incorporation,
US stock marketsarelikely to emerge asthe preferred trading locale through voluntary
“institutional migration” by global firms.

In this paper, we examine the consequences of listing on a US stock market for the

gover nance practices of non-USfirms. Our general questionsare: Do US-listed foreign
firms adopt the gover nance practicestypical of American firms, and what effect doesthis
have on their patterns of ownership and control? We study the network ties, gover nance
structures, disclosur e patterns, and investor recognition of 209 firmslisted on Nasdaq and
the New York Stock Exchange from the UK, France, Ger many, Japan, Chile, and Israel in
2000. Each of these nations represents a diver gent tradition of corpor ate gover nance and
thusa different starting place for convergence. To the extent that stock marketsarea
device for homogenizing the practice of cor porate gover nance around theworld, it should
be most visible among these firms.

Listing on a US stock market isa compelling way for foreign firmsto signal their
shareholder orientation becauseit requiresthem to meet the relatively stringent standards

of American securities markets (see Licht, 1998 for areview of the empirical evidence on
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foreign listings). Indeed, Coffee (1999) ar guesthat the dominant multinationals of the
future—those whose higher valuations allow them to survive global industry
consolidation—will tend to be listed on US stock markets, and ther eby subject to American
securities laws, accounting standards, and the listing criteria of their chosen market. This
isnot trivial: when Daimler-Benz (Germany’slargest industrial corporation) choseto list
on the New York Stock Exchangein 1993, its 1992 ear nings of DM 615 million under
German accounting standards had to berestated asa loss of DM 1,839 million under US
standards. Moreover, disclosurerequirementsunder US securities law extend to
transparency of corporate ownership. In principle, a Russian citizen or group that
accumulates 5% of the sharesof an Italian firm that lisss ADRson the NYSE isrequired to
disclosetheir stake and intentionsto the Securities and Exchange Commission, which
makes such infor mation publicly available (Coffee, 1999). Morerecently, the SEC
announced that foreign private issuerswould be required to disclose activitiesin countries
facing US gover nment sanctions, such as Cuba and Iraq (The Economist, 5/19/2001).

But listing on a US market falls short of adopting “ shareholder capitalism” tout ensemble.
Shareholder capitalism ismore a genre of corporate capitalism than a prescription for
gpecific gover nance practices. Assuch, its spread isakin to acculturation, for which listing
on aUSmarket isonly afirst step. Organization theory suggests several possible pathways
to conver gence that may imply diver gent patternsin the spread of gover nance practices
among US-isted firms, from institutional inertia—in which foreign firmsretain the
structuresthey had at their founding (Stinchcombe, 1965)—to complete isomor phism
(DiMaggio and Powell, 1983). Examining the discretionary governance practices of US-
listed cor porations from the per spective of organization theory gives some sense of the
prospectsfor convergence going forward.

The globalization of stock markets and governance convergence

Theinternational expansion of financial marketsin the late 1980s and 1990s gener ated a
vigorous interdisciplinary analysis of the institutions of cor porate gover nance around the
world. Thestudy of corporate governance expanded from evaluations of specific
governance mechanismsin large US cor porations (e.g., boar ds of directors, capital

structures, and takeover s) to cross-country comparisons of national systemsfor channeling
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capital and their impact on economic growth. The very definition of the object of study
expanded correspondingly, from “the waysin which suppliersof finance to cor porations
assur e themselves of getting areturn on their investment” (Shleifer and Vishny, 1997: 737)
to “thewhole set of legal, cultural, and institutional arrangementsthat deter mine what
publicly traded corporations can do, who controlsthem, how that control is exercised, and
how therisks and returns from the activitiesthey undertake are allocated” (Blair, 1995: 3).
By hypothesis, someinstitutional configurations are better than othersfor generating
economic growth (cf. North, 1990), and institutional analysis can guide public policy by
locating the best-performing model of economic organization and transplanting relevant
elements (e.g., to transitional economies).

Some enthusiasts concluded that the American model, in which cor porations ar e financed
primarily by financial markets and gover nance institutions compel managerial attention to
share price, was destined to emer ge asthe global standard in aworld of internationally
mobile capital (see, e.g., Friedman’s[1999] distillation of the current received view). At the
national level, the vibrancy of financial marketsisempirically associated with subsequent
economic growth (e.g., Levineand Zervos, 1998), giving policy makers an incentive to
create an institutional infrastructure conducive to vibrant financial markets. At thefirm
level, the ability to raise capital at low cost isa competitive advantage, and those firms that
have structured themselvesto be attractive to arms-length investor s ar e the ones most
likely to survive and grow. Because a disproportionate amount of investment capital is
controlled by American institutional investors and others sharing their models of
appropriate cor porate gover nance, manager s of firms—especially those with global
aspirations—have incentives to structur e themselves accor ding to their templates (see a
review and critiquein Davisand Useem, 2001). In effect, this means adopting the practices
typical of USfirms. much as Toyotaism became the world’s standard for manufacturing,
American-style shareholder capitalism isen route to becoming the world’s standard for
cor por ate gover nance (Useem, 1998). Thus, Bradley, et al. (1999) arguethat “ The Anglo-
American gover nance system ... notwithstanding itsidiosyncratic historical originsand its
limitations, it is clearly emerging astheworld’s standard.”

While this exuberance around the financial market-based model may be premature, one

salutary outcome has been a resurgence of interdisciplinary research on thelinks among
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law, finance, social structure, and economic growth in the late 1990s. By the end of the
decade, claiming that “institutions matter” had gone from apostasy to received wisdom,
even within financial economics. Yet thereislittle agreement even within therelatively
circumscribed realm of law and economics asto how institutions matter. Some see nations
asrigidly constrained by events and choices made long ago, and the prospectsfor the
spread of the American model as quite limited. Mark Roe (1994) argued that 19" century
populism was ultimately responsible for the American system of corporate governance, in
which banks are weak, financial markets expansive, and cor porate owner ship disper sed.
In contrast, nationsthat inherit French civil law rather than English common law typically
have poorly developed financial markets and concentrated cor por ate owner ship because of
their relatively weak protection of minority investors (LaPorta et al., 1999). Factors
ranging from the power of those with inherited wealth (Morck, Stangeland, and Y eung,
1999; Rajan and Zingales, 2000) to the proportion of Roman Catholicsin the population
(LaPortaet al., 1999) all limited thelikelihood of institutional changein the direction of
shareholder capitalism at the national level. The USwasliketheinstitutional equivalent of
the Galapagos | slands, having evolved an intricately inter dependent ecosystem in which
managerialist cor porations with dispersed owner ship could thrive and contributeto
national economic growth. Removed from this ecosystem, however, their prospectswere
dim; in particular, under code law (shared by most former French coloniesor

protector ates), managerialist firmsfind few investors.

The alternative view arguesthat cor porate decision-makersface an array of choicesamong
suppliersof legal and regulatory institutions that do not necessarily limit them to domestic
providers. Inthis“issuer choice” view, law isa product and decision-makersin public

cor por ations ar e consumer s that shop among different vendorsto find the best product to
maximize shareholder wealth. Their concern with shareholder wealth isnot driven by
altruism but by the fact that the company’s securities are productsthat must be sold in a
competitive marketplace. Managers of firms competing for investment voluntarily adopt
internal structuresand practicesthat limit their own discretion and align their interests
with those of investor s because these structures make the company’ s securities more highly
valued (Easterbrook and Fischel, 1991). By the sametoken, managersin the US choose

their state of incorporation in part to certify that they are being governed by rulesthat are
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best for shareholders. Firmscan easily re-incor porate if an alternative legal regime proves
superior for investors, and thus state legislatur es compete to provide investor -friendly
regimes of corporatelaw in order to capture cor por ate franchise revenues (Romano, 1993).
Stock markets also compete to provide listing standards and regulations valued by

cor porate manager s and investors, and firms can change their listing market to appeal to
investor s (Rao, Davis, and Ward, 2000). And morerecently, nation-statesin effect compete
to provide securitiesregulation valued by stock markets, cor porations, and investors
(Licht, 2000). Thereare several devicesavailablefor corporationsto circumvent domestic
institutions and choose a new institutional jurisdiction for corporate gover nance (e.g.,
creating a separ ate cor poration in the preferred locale which then merges with the old
entity; see Gilson, 2001).

It ispossible, of course, that both accountsare correct: national institutions may be
relatively inert, and issuers may choose to migrateto new institutional jurisdictions, so that
alack of convergence at the national level does not eliminate the prospect for conver gence
at thefirm level. What seems clear isthat thisinstitutional migration isfar more prevalent
now than it was even ten yearsago. Just as multinational corporations may choose among
low-cost locales for production around theworld, they areincreasingly ableto make
delicately calibrated choices of their place of incor poration and stock market listing. For
example, several Chinese firms are headquartered in Hong Kong, incorporated in the
British Virgin Islands, and tradein the US on Nasdag. In matters of corporate
governance, institutions constrain firms, but manager s of firms elect which institutions
they choose to be constrained by. Thus, to understand globalization in corporate

gover nance, one must unpack the organizational processesinvolved in issuer choice.

In this context, the recent upsurge of foreign firmslisting shareson US markets merits
attention. By 1998, upwards of 1000 companiesweretraded on US markets (Geiger, 1998),
and the number traded on the New York Stock exchange had tripled over afive-year
period. Asfigure 1 shows, several foreign firmshave been listed for decades. a few British
firmslisted in thelate 1950s and 1960s, and a handful of large Japanese firmslisted during
the 1970s. But the 1990s witnessed the range of nationalities with substantial US|listings

expand to include Chile, France, Germany, Hong Kong, I srael, and Mexico (see Figure 2).
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Insert Figure 1 about here

Insert Figure 2 about here

Why arethesefirmslistingin the US? Theempirical literatureindicatesthat when US
firmslist securities abroad, they suffer share price declines, while foreign companieslisting
in the US experienceincreases (see Licht, 1998 for areview). Thismight reflect several
factors: firmslistingin the US might bethosein industriesin which US markets providea
higher valuation, and the US capital marketsarefar larger and moreliquid than thosein
other countries (Velli, 1994). But amoreintriguing interpretation of these findingsisthat
US markets provide a morerigorous regulatory regime that favorsinvestors: “the United
States boasts a strict set of mandatory disclosurerulesand a vast industry of securities
houses and securitiesanalysts. Taken together, the American market operatesasa
powerful monitoring and pricing system...” (Licht, 1998: 582). Thus, a USlisting may be
seen as a bonding mechanism and a signal of the firm’s proposed adherenceto

shar eholder-oriented corporate governance. Moreover, American markets actively court
foreign issuers, with substantial success (see Figures1 and 2). Morethan 60 firmsfrom
Israel trade on US markets, for example, and several areincorporated in the US and
funded by American venture capitalists (Rock, 2001).

Most firmsthat list on US markets do so by sponsoring American Depository Receipts
(ADRs). ADRsare certificatesrepresenting foreign shares held by a custodian bank in the
issuer’shome country that trade like other US securities and are denominated in dollars.
ADRswereinvented in the 1920s as a way for USinvestorsto buy foreign securities
without the transaction costs and risks of buying them on local marketsin local currency.
They also provide arelatively easy way for foreign issuersto accessthe US capital markets
(see Védlli, 1994 for an overview). The primary cost for aforeign issuer isthat it must file
annual financial statementswith the SEC that conform to GAAP (or equivalent)

accounting standards and must furnish reports of information provided to security holders
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or domestic regulators (see Coopers & Lybrand, 1999). It also becomes subject to other US
securities laws, including the owner ship disclosure and takeover regulations of the
Williams Act. Those owning morethan 5% of a US-listed firm’s shares, or those seeking to
take over such afirm, arerequired to filewith the SEC even if both they and the target
firm are domiciled outsidethe US. Potential acquirersof foreign issuersarebound by the
procedural rules governing takeover bids, which areintended to ensurefair treatment of
minority shareholders. US-listed firmsare also bound by the Foreign Corrupt Practices
Act and by Rule 10b-5, allowing shareholdersto sue for losses based on fraudulent
statements made by management (see Coffee, 1999).

The demandsimposed by a USlisting suggest a plausible firm-level argument for
convergence. Corporationsthat voluntarily list on a US market are opting into a strict set
of laws and regulations designed to protect theinterests of (American) investors. Asa
result, they generally get higher valuations than comparable firmsthat are not subject to
theselaws do (Licht, 1998). Coffee (1999) arguesthat such firmsare morelikely to survive
imminent global industry consolidations because their higher valuations make them more
costly to acquire and give them a valuable currency to make acquisitions. Owners of
acquisition targets are more likely to accept payment in shares of US-listed firmsthan in
shares of firmslisted only in France or Japan, and therefore foreign corporationsintending
to make substantial global acquisitions have incentivesto list in the US. Daimler Benz
represents one possible case of this process, listing on the NY SE in 1993 and acquiring
Chrysdler in 1998. At present, US-listed firmsinclude Vodafone, Deutsche Telecom, France
Telecom, British Telecomm, and Nippon Telegraph & Telephone—among theworld’s

lar gest telecom firms—as well as many of the largest global auto, phar maceutical, oil, and
electronics companies. Thesefirmshave, in effect, opted in to American securitieslaws
without having either to re-incorporatein the US (which isimpractical for many
established firms) or to change domestic laws to conform. Thus, nations need not seek to
become“ more American” for their indigenousfirmsto converge on American-style
governance. Thissuggeststhat if firm-level convergence is happening anywhere, it should be
among US-listed foreign firms. By contrast, if US-listed firms are not adopting American
gover nance practices, we should be able to falsify (at least tentatively) the strong account

for convergence.
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Therearetwo difficultieswith an approach that assumesthat cor porate managers
unproblematically recognize and act on theincentivesfor institutional migration, and that
aUSlisting represents opting in to the larger system of shareholder capitalism. First, the
relevant actorsarerelatively large corporations for whom choice processes at the boar d
level are subject to a number of influencesthat may stand in the way of voluntary
conformity. If demonstrating fitnessto investorswerethe motivation for listing in the US,
then firmsfrom nationswith a French civil law tradition have much greater incentivesto
do so because of therelatively poor investor protections encoded in their domestic laws
(Reese and Weisbach, 2000). Yet by far thelargest number of foreign firmson US markets
come from Canada, Great Britain, and I srael (accounting for nearly 40% of foreign
listings)—each of which hasinvestor-friendly common law (see Figure 2). Second,
shareholder capitalism asa style or genre of corporate gover nance entails a set of shared
under standings of how businessis done that go beyond disclosure requirements, and as
such it is“as American as a Faulkner or Hemingway novel” (Davis and Useem, 2001).
Such shared under standings are not part of securitiesregulationsor the NY SE listing
agreement but underlie the gover nance practices of the US corporation. Both these
elements wer e exemplified by Ger man steelmaker Krupp-Hoesch’stakeover bid for rival
Thyssen in March 1997. The hostile bid was decried as American-style “ cowboy
capitalism” and prompted massive street protests and high-level political intervention.
Krupp’s CEO Cromme was pelted with eggs and tomatoes by laborersfearing job cuts,
and the bid was ultimately withdrawn in favor of a negotiated joint operating agreement.
At thetime, Gerhard Schroeder (then premier of Lower Saxony and a board member of
Volkswagen) publicly welcomed the prospect of Cromme'sjoining VW'’ s supervisory board
so he could be“re-socialized” (Shroeder’sterm) into the German way of doing business
(Deutsche Presse-Agentur, 3/22/97). “Issuer choice” isevidently not the autonomous

process that law and economics scholar s portray.
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An organizational theory approach to studying governance

convergence

Asthe Krupp-Thyssen case shows, issuer choiceis“embedded and enmeshed” in larger
social processes that shape the evolution of gover nance structures and institutions.
Individual firms may not be asinstitutionally footloose as the imagery of issuer choice
implies, and even firmsthat elect to list sharesin the US may not bewilling or able to adapt
thefull date of governancereforms associated with shareholder capitalism. At the center
of thisquestion isthe board of directors—it isboth the locus of top-level corporate decision
making about gover nance reform and its object. Codes of good cor por ate gover nance have

proliferated during the past few years (see pttp://www.ecgn.ulb.ac.be/ecgn/codes.htm|for

several), and behind all these codes ar e the assumptionsthat (1) boards of directorsare
ultimately responsible for the direction of the corporation and (2) the appropriate guiding
principle for board decision making is attentiveness to shareholder value as an ultimate
criterion.

Thefirst assumption isonly moderately controversial, the second one wildly so. Indeed, by
law and custom, cor por ate boards around the world reflect very different notions of the
role of the corporation in society and the range of constituencies whose interests ought to
bereflected in the board’s makeup (see Charkham, 1994). Possibilities range from the
communitarian view, in which cor porations ar e social entitieswith obligationsto labor,
capital, and broader communities, to the contractarian view, in which cor porate decision
making should be entirely driven by what isbest for residual claimants (see Davis and
Useem, 2001). Activist ingtitutional investorstakethelatter view (unsurprisingly) and
argue that boards should be as small asis practical (because large boards promote
passivity among directors) and there should be large majority of “independent” directors
(not executives of the firm or otherswith potential conflicts that might impede their
shareholder orientation). USboardsarerelatively small (about nine members) and contain
few executives (two on average), and the CEO isalso Chair in morethan three out of four
firms. Thesmall size and numerical dominance of outside directorsin the boards of large
firmsis consistent with the preferences of the institutional investorsthat hold most of their

equity. Very similar size and composition figures hold for French corporate boards;

12
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however, French boards are also densely connected by a network of shared directorswho
wer e often “old boys’ of the Ecole Nationale d’ Administration (Kadushin, 1995), per haps
reflecting a cultural view of the necessary background for corporate oversight (Dobbin,
1994).

The size of German supervisory boards (Aufsichtsrat) is keyed by statuteto the number of
employees (ranging from 12-20 for large firms), and half the director s represent labor,
while by tradition banks arerepresented among the “shareholder” directors—in contrast
to the US, bankstraditionally held substantial ownership blocks of the largest public firms
in Germany. Thus, both capital (banks) and labor aretraditionally represented in the
governance of German public cor porations. Japanese boards are huge (averaging 19 for
all public companies, and between 30-40 for the largest firms) and dominated by executives
of thefirm (roughly 80% insiderson average), arguably reflecting the notion that a broad
sampling of the firm’s manager s best represent the interests of the organization qua
organization. And British boards have similar sizes but very different structuresthan US
boards, with half thedirectorsbeing “insiders’ and the Chair generally being separate
from the CEO. (See Charkham, 1994 and Hopt et al., 1998 for broad overviews of each of
these systems.)

In each of these cases, the gover nance structure of thetypical firm reflectsa view of the
cor poration’s placein society, and to whom it isresponsible. Thus, signs of gover nance
conver gence at the organizational level would bereflected in moves from traditional
patternsof board structuretoward the American pattern: relatively small boards
numerically dominated by outsiders. But as Stinchcombe (1965: 161) put it long ago, for
an organizational form such asthe public corporation to survive, it “ must have an dlite
structure of such aform and character that those peoplein the society who control

resour ces essential to the organization’s success will be satisfied that their interestsare
represented in the goal-setting appar atus of the enterprise.” Moreover, the processes used
to legitimize these authority structurestend to institutionalize them in a particular form
that reflectsthe social conditions at the time and place of their founding: they become
“infused with value...an institution rather than a dispensable technical device” (167). The
Krupp-Thyssen caseillustrates some of the social and political forcesat work in

maintaining institutionalized governance practices. Thus, we may consider Stinchcombe's

13
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account to suggest a null hypothesis. gover nance structureswill typically follow well-
established traditionsreflecting theinterests of power-holders; firmslisting sharesin the
USwill not cometo look appreciably different than their domestic peers. To the extent
that US-listed foreign firmsadopt American-style cor porate gover nance, it will be among
new firms, not established ones.

Y et whilethe casefor inertiain corporate gover nanceis suggestive, there are other
plausible theor etical accountsthat suggest devices militating toward homogeneity in
organizational practices. Each account suggests empirical tracesthat we can investigate.

Anticipatory socialization. The simplest account would be that non-US cor por ations

already have US-style governance structuresupon entry to the US system. Such firms
would adopt a package of gover nance reformsasa group in response to the incentives
residing in financial markets. Thiscan taketwo forms: either thekindsof firmsthat list on
Nasdaq or NY SE arethose that already have US-style gover nance structures (and thus a
USlistingisnot causal), or firmsthat expect tolist in the US adopt such structuresin
anticipation. Thisisthestrongest version of the convergence hypothesis, and suggests that
foreign firmswould be effectively indistinguishable from USfirms, at least structurally.
Firmslisting in the USrange from for mer state-owned phone companies, to venerable auto
manufacturers (including Daimler Chrysler, Honda, Toyota, Volvo, Fiat, and Brilliance
China Automotive Holdings), to newly-minted softwar e and biotech firms. Whilethetime-
stamping hypothesiswould lead usto expect such types of firmsto retain the governance
structuresthey had upon founding, the strong conver gence thesis seesthem as moving
swiftly to the American standard. Thisismost consistent with the process described by
Useem (1998) and Coffee (1999).

Networ ks and cor por ate gover nance. |In between these all-or-nothing hypotheses are

approachesthat point to the specific cogs and wheelsresponsible for gover nance change
(cf. Hedstrom and Swedberg, 1998). Neo-institutional theory highlightsthe role of
networksin the spread of practices and in processes of homogenization (DiMaggio and
Powell, 1983). Thus, for instance, within-nation networ ks among businesses such asthe
keiretsu in Japan and the grupos economicosin Latin Americareinforcelocal models of
governance (Granovetter, 1994). Perhapsthe most important network for under standing

cor por ate gover nanceistheinterlock network created by shared directors. Interlock
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networ ks within nations have been studied in the US, Canada, France, the UK, Ger many,
the Netherlands, and elsewhere (see Stokman et al., 1985, for a collection). In the US, the
vast majority of large corporationsaretied into a single network created by overlapping
board memberships. Thisnetwork has*“small world” properties, in the sensethat the
shortest path between any two firms created by shared directorsis quite small, averaging
about 3.5 “ degrees of separation” among the 1000 largest USfirms, and about 4.5 degrees
of separation among their 7000+ directors (Davis, Y00, and Baker, 2001). Thereisnow a
large literature documenting therole of board interlocksin the spread of governance
practices such as adopting a poison pill (Davisand Greve, 1997), creating an investor
relations office (Rao and Shivamakur, 2000), making particular types of acquisitions
(Haunschild, 1993), and others. In each case, directorswho have experience with the
practice under consideration are especially influential in board discussions of its merits.
Rao et al. (2000), for instance, show that Nasdag-listed firmsare particularly likely tore-
list on the New York Stock Exchange when they share directorswith other Nasdaq firms
that re-list, a sort of “chain migration” process familiar to Nasdaq officials. To the extent
that thereisa* culture of the boardroom,” shared directors serveacrucial rolein
transmitting it acrossfirms, and the network they createisan ideal substrate for contagion
pr OCESSes.

Although the inter nationalization of US and European firmswas well underway by the
1970s, their boards wer e still remarkably domestic in orientation—particularly those of
American corporations. Fennema and Schijf (1985) studied interlocks among the 40 most
central corporationsin the US and each of several Western European nationsin 1976 and
found only six ties between American and European businesses. (Therewas modestly more
overlap among the boards of European companies.) Therewere, in short, few channelsfor
the sort of cultural understanding of cor porate gover nance we have described; each
nation’s network wasrelatively self-contained, reinforcing local practices. But the
explosion of USlistingsin the 1990s opens up the prospect for a mor e expanded cross-
national network, and with it a mechanism for the spread of gover nance practices among
firmsacrossborders. Totheextent that foreign firmsaretied to USfirms, we might expect

their gover nance practicesto converge toward the American model.
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Convergence over time. Finally, gover nance change may be mor e evolutionary and occur

over timethrough exposure. Thissuggeststhat foreign firmswould continueto reflect
their country of origin upon listing, but would come to look more American the longer they
werelisted on US markets.

Asindicated by Figure 1, it isstill quite early in the process, and we cannot expect much
settlement. At best we might be ableto falsify the hypothesis of strong conver gence and
give some sense of what to expect going forward. Thus, weask: (1) What distinguishesUS-
listed foreign firmsthat share directorswith American firms? (2) What effect do size,
country of origin, listing time, and US ties have on discretionary choices (the size of the
board, the proportion of insiders, whether the CEO holdsthe Chairman title, and
disclosure)?; and (3) What impact do UStiesand national origin have on investor and
analyst recognition and the degree of owner ship concentration?

Methods

Sample. We gathered data on every cor poration listed on the New York Stock Exchange
and Nasdaq in August 2000 that had filings available through Disclosure, which contracts
with the SEC to make filings publicly available. The population included 2040 firmson
NY SE (1658 US firms) and 3841 Nasdaq firms (3466 US). The most relevant information
for our purposeswasthe composition of the board of directors, which USfirmsreport
annually on their 10K and proxy statement and which foreign firmsreport annually on
form 20F. We assembled information on 47,349 director s serving on 5,627 boards, and
from thisderived a number of other measures (board size, proportion of “insiders,”

separ ation of the positions of CEO and board chair, and the other boardsthedirectors
served on). The minimum criterion for inclusion in our final sample wasthe availability of
data on the board of directors. Our sub-samplesincluded 72 firmsfrom the United
Kingdom, 24 firms from France, 12 from Ger many, 59 from I srael, 23 from Chile, and 20
from Japan. Disclosureisthe most comprehensive source of data from current SEC
filings; thus, availability of board data from this sourceisan appropriatecriterion for
defining the study population of “US-listed firms at risk of adopting American-style

governance practices.”
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We selected firms from these countriesfor several reasons. First, excellent data on

patter ns of domestic cor porate gover nance structures and board of director networksare
available on the UK, France, Ger many, and Japan (e.g., Charkham, 1994; Wymeer sch,
1998; European Cor porate Gover nance Networ k, 2001; Stokman et al., 1985). This
provides a baseline against which to compar e the governance of US-listed firms from those
nations. Corporationsfrom these nations and the US are also those that are most prevalent
in the global economy. Second, Chileand Israel each provideinteresting but less-studied
cases. Chile hasundergone a series of free-market economic reforms, including a
significant overhaul of its pension system (see Khanna and Palepu, 2000). Thishasresulted
in a partial unwinding of traditional business networks and thelisting of nearly two dozen
domestic corporationson the New York Stock Exchange. |srael now providesthethird-
largest number of foreign firmslisted on US markets (after Canada and the UK), and
listing on Nasdaq (rather than the Tel Aviv Stock Exchange) has become the exit strategy
of choicefor high-tech firmsin Israel (Rock, 2001). Moreover, asour resultsindicate,
Israeli firmsarelargely indistinguishable in their gover nance structuresfrom USfirms
listed on Nasdag—an informative anomaly, asit turnsout.

Data. Measuring convergencein cor porate gover nanceis problematic at the national level
but somewhat more tractable at the firm level. We sought multiple indicators of two
constructs. “governance practices’ and “investor recognition.” The size and composition
of the board arerelatively discretionary choicesthat show great variation across national
systems (see Charkham, 1994). By world standards, American boards are small relativeto
the size of the companiesthey represent: the board of the median NY SE-listed US firm had
ninedirectors, while Nasdaqg boards had seven members on average. Convergencein
board size would berepresented by arelatively small board. The boards of USfirmsalso
typically have a large proportion of outside (non-executive) directors. We measured the
per centage of insidersasthe proportion of directorsthat were currently officersof the

cor por ation; convergence would beindicated by having a relatively small proportion of
insiders. (Practically speaking, it was not possibleto deter mine the proportion of
“affiliated” outside directorson alarge and multi-national sample using public data.) We

created an indicator variable for whether the CEO also held the position of Chairman of
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theBoard. Inthelarge majority of major USfirms, one person holds both positions; thus,
conver gence would be indicated by one person holding both dlots.

Our final board measureisthe number of board tiesto US corporations created by shared
directors. Weagain started with the directors of all firmstraded on Nasdag and NY SE in
Fall 2000, a group of over 38,000 directors occupying over 47,000 director ships. We used
both computerized routines and hand-checksto verify that directorswere identified
unambiguoudly (i.e., different directors sharing the same name wer e identified separ ately,
using data on their ages) and correctly (i.e, directors nameswer e rendered consistent
acrossthedifferent boards on which they served). Our primary variable of interest from
thisdataset issimply the number of boards of US firmsthat each of our sample firms
shared directorswith. For example, Peter Magowen, a Daimler Chrysler director, also
served on the boar ds of Safeway and Cater pillar, thus creating two “USties’ for

Daimler Chrysler. Wealso turned the board network data into a matrix to calculate a
number of other network measures.

In addition to the boar d-based measur es of confor mity, we used another indicator of a
discretionary choice, namely, doesthe firm makeits 20F SEC filings available via EDGAR
(the SEC’s Electronic Data Gathering and Retrieval system). Under Regulation S-T, all
domestic filersarerequired to submit all documents electronically, and most (including
proxy statements and annual reports) are subsequently made available publicly viathe
Web. Foreign privateissuersand foreign gover nments are not subject to thisrequirement,
but they may choose to file electronically aswell. Wetake electronic filing of the 20F to be
an indicator of attentivenessto investors. Among our 209 samplefirms, only 46 (22%) filed
20Fselectronically.

We also counted the number of 6K filings by each firm per year as an indication of the
expansiveness of the firm’sdisclosure. Although all foreign privateissuersarerequired to
file 20Fs annually, they have some discretion over the other information they file with the
SEC. Other itemsarefiled with form 6K, including information “ (i) required to be made
publicin the country of itsdomicile; (ii) filed with and made public by a foreign stock
exchange on which its securitiesaretraded; or (iii) distributed to security holders”
(Securities and Exchange Commission). Typically thesefilings are pressreleases made by

the company to announce eventsthat are material to investors, such asmergers, changesin
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executives, and so on. What is“material,” however, isnot exhaustively defined by the SEC.
For example, Arel Communications and Software (an I sraeli firm) include among its 6Ks
thefollowing pressreleases. “ France Telecom’s FCR subsidiary launches hyperfax service
with Arelnet’s|-Tone;” “Arel to provideinteractive distance lear ning system for Good
Samaritan Society,” “Volkswagen of America selectsinteractive distance lear ning system
from Arel;” “Arel raises $4 million from exercise of Series A warrants;” “Bob Jones
University selectsinteractive distance learning system from Arel;” and soon. Wetakethe
number of 6Ksto indicateafirm’sapproach to disclosure, with more extensive disclosure
indicating a more American approach.

Other variablesincluded in the models ar e size (measured asthe market value of common
equity in August 2000, and alter natively as the number of employees worldwide and annual
sales volume); country of origin (weinclude dummy variablesfor Chile, Germany, France,
Israel, and Japan; United Kingdom was the omitted category); timelisted on a US stock
market (in days); and the stock market on which the firm waslisted (a dummy variable for
NYSE). Based on Stinchcombe’s (1965) ar guments, we also took account of the age of the
firms primary industry by including a set of dummy variables (for computers,
communications equipment, electr onic components, softwar e and infor mation processing,
and biotech). 63 firmsin our sample of 209 werein these industries, with software
accounting for 37 of them.

Wewerealso interested in the degree to which foreign issuersreceived recognition from
investors. Investor recognition isboth an outcome of shareholder-oriented governance and
an additional source of scrutiny and influence with respect to gover nance practices.
Securities analysts and institutional investors (such as public pension funds) form a sort of
Greek chorusfor corporate management, examining their management and gover nance
practices and offering (often unbidden) advice (Useem, 1996). Firmsthat attract more
analysts subsequently achieve higher average valuations, and firmswith more extensive
disclosures attract mor e analysts and mor e institutional owner ship (see Davis and Useem,
2001 for areview). Totheextent that non-USfirmslist on American stock markets aspart
of a program oriented toward shareholder value, then larger analyst followingsand more
extensive interest from institutional investorsare indications of success. Weincluded two

measur es of investor recognition. First, the number of analystsfollowing a firm wasthe
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count of those issuing ear nings estimatesreported by I/B/E/Sin 2000. 1/B/E/S gathers
information from over 7000 securities analysts working at mor e than 1000 investment
houses (and covering 18,000 companies) around theworld. (Although purportedly global
in scope, |/B/E/S analysts disproportionately represent North American financial
institutions.) The more analystsfollowing afirm, themoreit ison theradar screen of
significant investors (Rao, Greve, and Davis, 2001). Second, data on institutional
ownership (asa proportion of afirm’s outstanding shares) came from 13F disclosures,
which the SEC requires of any entity owning more than $100 million in equity capital.
These are overwhelmingly American (and to a lesser extent British) financial institutions,
mutual funds, and pension funds. The magnitude of a firm’s 13F owner ship isa direct
measur e of success at attracting investor interest.

Finally, we examined the size of the firm’s single largest owner ship block. Whilethe
original discovery of the separation of ownership and control lamented the consequences of
dispersed owner ship (Berle and Means, 1932), mor e recent resear ch has emphasized that
dispersed owner ship isa positive achievement for a national system of corporate
governance. By hypothesis, dispersed owner ship only arises when a nation’s law and
institutions of cor por ate gover nance are well-developed for protecting the inter ests of
minority shareholders. When legal protectionsfor minority shareholdersareweak (or not
well-enfor ced) and monitoring devices are not well-developed, businesses tend to be
privately held, and those cor porationsthat are publicly traded tend to have highly
concentrated owner ship, with the single largest owner ship block often passing 50%
(LaPortaet al., 1999). Around theworld, ownership of thelargest firmstendsto be
dispersed in common law countries with strong investor protectionsand concentrated in
countrieswith civil law. If aUSlisting issufficient to bring a broad array of investor
protectionsvia American securities laws (Coffee, 1999), then we should expect levels of
owner ship concentration to be lower among US-listed firmsthan those not listed in the US.
The size of thelargest owner ship block was calculated using 13D and 13G filings, which are
required of all ownersof 5% or more of a US-listed corporation’svoting securities
(regardless of their nationality).

We note several limitationsat this point. First, because all the measureswere

contempor aneous, it isimpossibleto draw strong causal inferences. About 60% of the
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firmswe studied first listed on US marketsin 1995 or later, and only about 20% listed
prior to 1990 (see Figure 1). Thus, because the events we study are so recent, atime-series
study that might partial out thetemporal ordering of them was effectively impossible.
Second, our ultimate outcomes (investor recognition and owner ship concentration) ar e of
cour se endogenous: thereisa cycle between the quality of disclosure, level of analyst
following, owner ship by institutions, and governancereform. Better-run firmswith
higher-quality disclosure may attract moreinstitutional investors, whileinstitutional
investors and analysts exert pressurefor better gover nance and disclosure. Although we
cannot verify a causal account, it isnonetheless possible in principleto falsify the strongest
account of conver gence and to document which factors move together.

Models. Weused a variety of statistical methods, according to the question being asked.
For modeling the number of board tiesto USfirms, the size of the board, number of 6K
filings, and the size of analyst following, we used negative binomial regression. This model
isappropriate for count data where dispersion islikely to betoo large to be consistent with
the assumptions of the Poisson model. For modeling whether the firm split the positions of
CEO and board chair, and whether the firm’sfilingswere available via EDGAR, we used
logistic regression. For examining the size of the largest known owner ship block, we used
Tobit. Thismodel isappropriate when the outcome variableiscensored (i.e., thevalueis
unobserved above or below a certain level); in thiscase, ownersareonly required toreport
their stakeif it exceeds 5%, and we thusused 5% asa cut-off level. Finally, for
institutional ownership, we used ordinary least squaresregression. (Although strictly
gpeaking per centages ar e bounded and thusviolate the assumptions of OL S, we believethis

violation isharmlessin this case.)

Results

Table 1 showsa correlation matrix for the primary variables studied. Several thingsare
notable. Larger firms (asmeasured by salesor market capitalization) tend to have larger
boards and aremorelikely to belisted on the NY SE, as onewould expect. Thereare
substantial correlationsamong national origin and the various measur es of gover nance.
And wefind significant intercorrelations among board tiesto US firms, market

capitalization, size of analyst following, volume of disclosures (asindicated by the number
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of 6K's), and accessibility of disclosures (filing via EDGAR). In contrast to market
capitalization, size measured by sales hasa small or negative correlation with disclosures,

analyst following, and US board ties.

Insert Table1 about here

Table 2 compares USfirmslisted on NY SE and Nasdaq with their counterpartsin the UK,
France, Germany, Japan, Israel, and Chile. The averagesare quite consistent with the
reported averagesfor domestic companiesin each of these places. Tricker (1998), for
instance, reportsthat among UK corporations, the average board size is 12, of whom 50%
areinsiders; in 90% of firms, the CEO and the Chair are different persons. Wymeer sch
(1998: 1107, 1113) reports an aver age board size of 10 and 84% with a split CEO/Chair.
Wefind an average board size of 10, 50% insiders, and 92% with a CEO/Chair split. US
firmslisted on NY SE average 9 persons on the board, 22% insiders, and only 35% with a
split CEO/Chair. In short, theaverage US-listed British firm is much more similar toits
domestic counter partsthan to American firms.

Insert Table 2 about here

French boar ds average 13 members, of whom 18% areinsiders, and the Chair isalmost
universally the CEO (Tricker, 1998; Wymeer sch, 1998). Wefind an average size of 10,
20% insiders, and in 76% a unified CEO/Chair. Asshown in Figure 3, we also find dense
interlocks among large French cor porationslisted on US stock markets. Indeed, French
firmson NY SE—which tend to berelatively large and well established—interlock almost
exclusively with other French firmsor US-based French subsidiaries. In contrast, high
tech French firms, usually listed in Nasdaq, are well connected to other high tech firms—

often through venture capitalists on their boards.
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Insert Figure 3 about here

German boar ds are somewhat mor e difficult to classify by the standards applied to US

cor por ate gover nance, astheir size and composition have traditionally been regulated
rather than left to the discretion of the board itself. The average board size of US-listed
German firms (12) iscompar able to domestic firms (13). By our calculations, 17% of the
aver age supervisory board membersare current executives of thefirm, and on 92% of
boar ds separ ate per sons hold thetitles of CEO and Chair. (See Hopt, 1998 and Prigge,
1998 for compar ablefigures.) Several German firmssharedirectorswith USfirms, aswell
aswith firmsfrom France, Japan, Norway, Israel, and Canada. AsFigure 4 shows,
Daimler Chryder accountsfor about half the German firms' tiesto US boards, largely from
former Chryder directorsthat wereretained on the board after Daimler acquired Chrysler
in 1998.

Insert Figure 4 about here

Several Japanese firms have been listed on NY SE since the 1970s, and thefiguresin Table
2 indicatethat there has been little movement on aver age toward US gover nance norms.
The average US-listed firm from Japan has 18 directors on the board (compared to 19 for
all listed firmsin Japan), of which 70% areinsiders(vs. 77% in Japan), and 90% of boards
areled by a Chairman other than the CEO—usually the prior CEO. (See Kanda, 1998 for
descriptive data on Japanese boards.) US-isted Japanesefirmsrarely sharedirectorswith
other US-listed firms, from Japan or elsewhere, except in the case of subsidiaries—see
Figure>5.

Insert Figure5 about here
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Chilean corporations present an interesting case. The median Chilean firm hasno
interlockswith any other US-listed firms, and none of the nearly two dozen Chilean firms
listed on the New York Stock Exchange sharesdirectorswith a USfirm (see Figure6).
Given the historical significance of elite networksfor the Chilean economy, it issurprising
that US-listed firms are as disconnected asthey are (Khanna and Palepu, 2000). Chilean

firmsalso attract very little interest from analystsor institutional investors.

Insert Figure 6 about here

Contrast thiswith Israeli firms. Nearly half thelsraeli firmslisted in the US share
directorswith at least one USfirm, they have substantial analyst followings, and attract
significant interest from institutional investors. Most arelisted on Nasdag, most arein
high-tech industries—particularly software—and a large number are funded by Silicon
Valley venture capitalists, who typically serve on their boards (see Rock, 2000). Many
Israeli firm by-passtherelatively anemic Tel Aviv Stock Exchange in favor of aprimary
listing on Nasdaqg. Indeed, listing in the USisthe predominant exit strategy of venture
capitalistsfunding I sradli firms; put another way, Nasdaq is largely accountable for the
proliferation of new business startsin high tech industriesin Israel. By most measur es,
these firms ar e effectively indistinguishable in the gover nance practices from American
firmslisted on Nasdag. (Thenumber of firmsand density of ties makes graphs of the
Israeli interlock network rather uninformative.)

In the aggregate, compared to USfirms, foreign firmslisted on US markets have
significantly larger boards (mean of 10 vs. 8.3); moreinsiders (34% vs. 31%), fewer
analysts (3.3 vs. 4.8), lower institutional ownership (14% vs. 38% ), and mor e concentr ated
ownership (23% vs. 19%, when thelargest block isreported). (All these resultshold when
controlling for the market value of the firm’s equity and the market on which it islisted).
These resultshold fairly broadly, with the notable exception of Israeli firms. Based on
these findings, we can tentatively rule out the strongest conver gence hypothesis—that firms

listing on US markets are indistinguishable from USfirms.
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We next consider distinctionsamong firmslisted on US markets according to their level of
network embeddedness. Thereislittledoubt that there has been a substantial increasein
cross-national interlock tiesamong boards of directors, albeit relativeto a very small base
among USfirms. Among the boards of the 40 most central (well-connected) American
firmsin the mid-1970s, Fennema and Schijf (1985) found only six inter national interlocks.
In our data, wefind 49 ties between the 40 most central American firmsand non-USfirms
listed on US markets; presumably there are even moretiesto non-USlisted foreign firms.
By far thelargest number of tiesareto British firms. BP Amoco, for instance, shared
directorswith 21 USfirms;, most of these wer e legacies of the Amoco board retained after
itsacquisition by BP. Smithkline Beecham shared directorswith 19 USfirms. Thesewere
exceptions, however: 58% of the non-USfirmsin our sample had no board tiesto USfirms,
and 18% had only one. Yet foreign firmsoutside the Anglo-American system have
incentivesto appoint US or UK directors. Randey and Oxelheim (2001) find that
Norwegian and Swedish firms achieve higher valuations (as measured by Tobin’sq) when
they have British or American directors, above and beyond the effect achievable by listing
on aforeign exchange. Whether American directorsfunction ssimply assignals, or as
conduitsfor governance normsand practices, it appearsthat they are perceived favorably
by the stock market.

Table 3 examinesthe factorsinfluencing the degr ee to which sampled firms shar ed
directorswith US companies.

Insert Table 3 about here

Theresults show that, not surprisingly, largefirmsare morelikely to sharedirectorsthan
small firms. Relativeto firmsfrom the United Kingdom (the omitted category in the
models), firmsfrom Japan and Chile were significantly lesslikely to have US directors,
while French and German cor porationswere no lesslikely to have US directors. These
differences arelikely to reflect both the relative ease of travel between Europe and the US
(at least for directors of firms headquartered on the East Coast) and language ability
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(Conference Board, 1999). Yet therearealso substantial cross-national differencesin the
board network patternsthat are not as easily explained by geography.

Thereisclearly agreat deal of cross-national variation among US-listed firms, both in their
gover nance structuresand in their degree of network embeddedness. To what extent are
thesethingsrelated, and what istheir impact on investor recognition? Table 4 reports
analyses of the factorsinfluencing gover nance choices. Thefirst model analyzesthe factors
influencing board size among firmslisted on Nasdaq and NYSE. Most firmshad larger
boardsthat USfirmslisted on the same markets, and thisisreflected in theresults: larger
firmsand firmsthat had been listed on the US market for longer tended to have lar ger
boar ds on average, and French, German, and particularly Japanese firms had significantly
larger boardsthan UK firms, even after controlling for firm size (sales, employment, and
mar ket capitalization). Chilean, German, French, and Israeli firms had proportionally
fewer insiderson the boardsthan UK firms, while Japanese firms had significantly more
(i.e., 70% on average). French and Israeli firmswere morelikely that UK firmsto have a
CEO who was also Chairman of the Board. None of these three outcomes was affected by
board tiesto US companies. In contrast, the firm’slikelihood of filing documentswith
EDGAR, thus making them more readily accessible to investors, was significantly higher to
the extent that itsboard shared directorswith USfirms, and significantly lower the longer
it had been listed in the US. Interestingly, Japanese firmswere more pronethan other
firmstofiling electronically. Finally, the sheer volume of disclosuresincreased with firm
sizeand aNYSE listing. Firmsfrom the UK (the omitted category) filed substantially more
disclosuresthan firmsfrom the other nations, and tiesto USfirms had a borderline
significant positiverelation with the volume of disclosures. Overall, theseresultsare
consistent with the argument that cross-national variation in gover nance persists even
among US-listed firms.

Insert Table 4 about here

We also considered three aspects of investor recognition, reported in Table5. Analyst

following is positively associated with a firm’s size, as one would expect. Controlling for
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size, Isradli firms have significantly larger analyst following than UK firms, while Japanese
firms have substantially smaller analyst followings. We also find that analyst following
increases with the number of board tiesto USfirms. Firms get roughly one mor e analyst
for every two US firmswith which they sharedirectors. We also find that analyst following
isthe only outcome for which our set of industry indicators had a significant collective
effect—in other words, technology firms attracted greater analyst attention than firmsin
other industries from these six countries, asindicated by alikelihood ratio test.
Institutional owner ship ishigher among French, Israeli, and Japanese firms than
comparably-sized UK firms. Finally, wefind that the size of the lar gest owner ship block is
larger among firms from Chile, France, and | srael relativeto firms from the UK, and that
the size of thisblock declineswith the amount of timethe firm has been listed in the US.
Wenotethat thisresult should betreated with considerable caution. The Tobit model we
report assumesthat values below 5% (thereporting threshold under section 13d) are
censor ed, or—put another way—if we do not have data on the largest owner ship block,
then itstruevalueisbelow 5% . But whilein principle foreign owners of foreign issuers
may berequired to disclose their owner ship stakesto the SEC (see Coffee, 1999), in
practice we suspect that compliance outsidethe USislow. 32% of firmshad no data
available on large blockholders, and 45% of those entities reporting a large holding were
American firmsor individuals, which israther implausible. Put another way, it appears
unlikely that one can use US securities disclosuresto ferret out the true ownership

structuresof foreign issuers.

Insert Table5 about here

Discussion

Our findings show substantial variation across nationsin the propensity to appoint US-
based directors, in patterns of corporate gover nance and disclosure, and in the level of
investor recognition, even among US-listed foreign firms. Theinterlock networksamong

firmsfrom Chile, France, Germany, Israel, Japan, and the UK varied widely. Most
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Chilean and Japanese firms wer e isolates; older French firmswer e densely connected
among themselves but not to firmsfrom other nations, while new economy French firms
had varied ties; and Israeli firmswer e well-connected among themselves and to high-tech
USTirms, typically through venture capitalists on their boards. German and British firms
often inherited American directorsin the wake of their acquisitions. Overall, the patterns
of governance among US-listed firms mirrored the patterns of their domestic counterparts.
Wewereparticularly interested in whether sharing directorswith US corporations acted to
spread norms of cor por ate gover nance among non-USfirms. Asit happens, most foreign
cor porations do not avail themselves of thischannel. Firmswith alarge market
capitalization were mor e likely to share directorswith USfirms, but national origin had a
larger impact on USinterlocks. No Chilean firms shared directorswith a USfirm and very
few Japanese firms did so, while most British firmsinterlocked with at least one American
firm, and US ties wer e quite common among I sraeli firms. These ties wer e also associated
with patterns of disclosure and with the size of analyst following. Because our data are
contempor aneous, we cannot demonstrate that the USties led the disclosur e practices and
analyst interest; it isalso possible that disclosure and board composition arejointly decided
upon, and that the size of analyst followingisaresult. But prior research findsthat
interlock ties play an important rolein reinforcing nor mative standar ds among director s
(e.0., Davisand Greve, 1997), and UStiesin particular arevalued by the stock mar ket
(Randey and Oxelheim, 2001). Timewill tell if theseties have an ongoing impact on firm
gover nance.

Wefind no support for the notion that firms movein thedirection of US practice ssimply as
aresult of their timelisted on a US market—the long-tenured firms had lar ge boar ds and
had less accessible disclosur es, which arethe opposite of what we would have expected.
(The negativerelation between timelisted and size of the lar gest owner ship block is most
likely dueto failures of disclosure, not a positive impact of USlisting on gover nance.)
Indeed, it isthe most recently listed firms—particularly those from | srael—that appeared
closest to the US standard.

We considered several possibletrajectoriesfor US-listed firmswith respect to their
governance practices. We can regect two of them: foreign firmsdo not adopt US

gover nance practices prior tolisting in the US, nor do they gravitatein that direction with
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time. Thereisamodest association between appointing US directors and making more
(and mor e accessible) disclosures, and these firms attract more analysts. But most foreign
firmsdo not appoint US directors, adopt US gover nance practices, or receive much
investor recognition. Indeed, institutional investors owned just 0.3% of the median
Chilean firm, compared to 49% for all NY SE-listed firms.

The major exception to these generalizationsis|sraeli firms. Asweremarked previoudly,
these firms are often funded by American venture capitalists who then serve on their
boards, and their exit strategy isto go public in the US, typically by-passing their domestic
stock exchange. Many I sraeli firmshave headquartersor representative officesin the US,
and some areincorporated in an American state (see Rock, 2000 for details). These new
economy firmsarelargely indistinguishablein their corporate gover nance practices from
USfirmsin the sameindustries (mostly softwar e and electronics); indeed, they were
created in their image. In contrast, Chilean firmsare primarily in financial services,
utilities, and beverages, and the median firm was roughly 80 yearsold.

This suggests an inter pretation of our findingsthat accordswith Stinchcombe’s
“organizational archeology” : because the gover nance structures of firmsreflect the balance
of power in society, they arelikely to be highly institutionalized and resistant to substantial
change. Firmsfounded in earlier eraswill have governance structuresthat reflect the
priorities of their timeand place, and a USlisting will have minimal impact. But new
firms, particularly those founded under theinfluence of “ shareholder capitalism” (such as
start-upsin Israel), will be structured to reflect the expectations about good gover nance
embedded in financial markets. Put another way, the engine of convergencein corporate
governanceislikely to bethe creation of new firms, not the transfor mation of old ones
(much less societal-level transformation).

Conclusion

We have argued that the contemporary debate about conver gence in cor por ate gover nance
ismost usefully framed at the level of the firm and its decision-makers. Over the past
decade, public corporations around theworld have faced a range of choices of institutional
jurisdiction; in particular, for many firmsthe place of incorporation and the market on

which securitiesaretraded are no longer dictated by geography. Changeson the demand
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sidefor corporate and securities laws most likely will not lead to convergencein legal
regimes, but thereisa plausible caseto be made for firm-level convergencein gover nance
structures. By hypothesis, public corporations gravitate toward theinstitutionsthat are
perceived to be best for investors, creating a “raceto thetop” among institutional regimes
in aprocessthat ultimately favors US securities markets (Easter br ook and Fischel, 1991,
Romano, 1993; Coffee, 1999). Also by hypothesis, public firmswill voluntarily adopt the
structuresthat best reflect theinterests of investors.

We have explored the argument that foreign firmslisting on US stock markets may come
to adopt the American shareholder capitalist approach to their discretionary corporate
governance practices. Such firmsare subject to US securitiesregulations, and arerequired
tofilefinancial statementsand other disclosures consistent with relatively stringent
requirements (GAAP or similar). On average, they are rewarded with higher stock market
valuations, and thus US markets could be part of araceto thetop in corporate gover nance
practices, as global corporations convergein their practicesin order to gain the benefits of
a USlisting. But whilethere are a handful of highly visible examples of this—and the story
appear s broadly applicableto Isradi firmslisted in the US—we found little evidence for it
asageneral account. On average, theforeign firmswe studied organize their boardsin the
same ways as their domestic counter parts. Few make their financial statements available
electronically to (potential) investors. They typically attract few equity analysts and
receive very littleinterest from institutional investors (a median of under 2%). And the
lack of transparency of their owner ship structures suggests that the SEC’s enfor cement
does not extend beyond US borders. In short, while “the United States boasts a...vast
industry of securities houses and securities analysts [and] the American market operates as
a power ful monitoring and pricing system...” (Licht, 1998: 582), foreign issuers are not
especially well integrated into this system as of yet. At thistime, the choiceto list on aUS
securities market may beintended as a signal of shareholder-friendly governance, but it is
evidently not followed by other substantial structural changes.

Thereare, of course, exceptions. Firmsthat recruit American directorsalso have more
accessible disclosure and attract more analysts. Even onetietoan American firmis
sufficient to place a firm within “ six degrees of separation” from Chase Manhattan—the

best-connected board in corporate America (Daviset al., 2001). And someforeign firms—
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particularly those that retained directorsafter acquiring a major US cor poration—are
well-acquainted with the American cor porate governance genre. Moreover, therequired
disclosuresthat accompany a USlisting are not trivial, and may in themselvesinduce
changesin some aspects of cor porate gover nance over time (cf. Fox, 1998). But our
findings suggest that issuer choice will not extend to core questions about the gover nance
structure of thefirm. New firmsfounded with the explicit intention of listing on US
marketswill easily adapt to the standards of American investors, but old and large firms
are unlikely to do so because their governanceis more*institutionalized” (in
Stinchcombe’ s[1965] sense). Based on the evidence currently available, the vision of the
dominant multinationals around the world converging on American practice appears

remote.
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Table 1: Correlation matrix among variables

US ties

Board size

Insider %

CEO-=chair

EDGAR filer

6Ks filed

Analysts

Institutional ownership

Market capitalization

10 Sales

11 NYSE listed

12 Chile

13 France

14 Germany

15 Israel

16 Japan

17 Time listed

18 Computers

19 Communications
equipment

20 Electronic components

21 Software and info
processing

22 Biotech

OCOoONOOAAPRWN-=-

0.16
0.01
0.05
0.22
0.34
0.58
0.01
0.48
-0.08
0.08
-0.16
-0.05
0.04
-0.09
-0.10
0.26
-0.06
-0.06

-0.04
-0.03

0.05

0.09
-0.13
0.00
0.15
0.16
-0.21
0.51
0.55
0.32
-0.13
0.04
0.14
-0.31
0.55
0.43
-0.07
0.03

-0.02
-0.29

-0.02

-0.16
0.13
0.13

-0.07
0.06
0.03
0.20

-0.03

-0.18

-0.25

-0.16

-0.25
0.41
0.17
0.05
0.00

-0.05
0.02

0.09

0.02
-0.09
0.15
0.09
-0.01
-0.14
-0.13
-0.16
0.47
0.00
0.11
-0.14
-0.14
-0.12
0.15

0.09
0.16

-0.04

-0.02
0.10
0.16
0.02
0.07

-0.14

-0.15

-0.02
0.08

-0.02
0.11

-0.07
0.10

-0.02

0.01
0.18

-0.04

0.29
-0.13
0.42
-0.01
0.23
-0.09
-0.03
-0.09
-0.16
-0.07
0.11
-0.06
0.00

-0.06
-0.11

0.01

0.14
0.50
-0.08
0.12
-0.05
0.06
0.04
-0.03
-0.16
0.22
-0.01
0.14

0.05
-0.09

-0.06
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-0.09
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-0.16
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-0.06
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0.23
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0.01
0.04

-0.04

0.38
0.32
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0.05
0.08
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-0.02
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-0.01
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-0.03

10

0.15
0.00
-0.09
-0.05
-0.17
0.68
0.21
0.15
0.02

-0.04
-0.13

-0.02

11

0.35
0.06
0.16
-0.57
0.03
0.13
-0.15
-0.16

-0.01
-0.51

-0.08

12

-0.13
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-0.12
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13

-0.08
-0.24
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-0.03

14

-0.14
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-0.04

-0.02
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Table 2
Comparative statistics on corporations listed on Nasdaq and the New York Exchange, Fall 2000
NYSE US Nasdaq UK| Francel Germany Japan Israel Chile
us

Number of firms covered 1695 3533 72 24 12 20 59 23
Market value 1018 139 5194 2565 5175 26800 184 421
Employees 5200 384 5178 3800 20450 35472 367 2626
% on NYSE 61 60 83 57 8 100
% owned by largest shareholder 13 15 15 28 20 19 27 47
# of analysts 5 2 2 4 1 1 2 2
% owned by 13F filers 55 23 1 5 4 1 10 0.3
Board size 9 7 10 10 12 18 7 9
% insiders 22 33 50 20 17 70 29 25
% of firms with split CEO/Chair 35 49 92 24 92 90 67 96
Number of interlocks 6 2 2.5 3 2 1 2 0
Board ties to US firms 6 2 1 0 1 0 0 0
Mean # of outside execs 0.13 0.14 0.18 0.08 0.33 0.19 0.1 0.13

Note: all figures are medians unless otherwise noted. Reported figures represent the largest sub-sample for which
relevant data were available; thus, for example, if a firm had no 13D or 13G filings associated with it, it is not included

in the calculation of “% owned by largest shareholder.”
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Table 3: Correlates of board ties to US companies

(Negative binomial regression)

Coef. z
Market value (millions) 0.0130 3.26
Listed on NYSE -0.2752| -0.83
Chile -3.1296,  -2.96
Germany 0.0147 0.03
France -0.3541 -0.94
Israel -0.3438| -0.97
Japan -1.5740 -3.01
Time listed in US 0.0001 1.35
Computers -0.7882] -1.00
Communications equipment -0.4636) -0.76
Electronic components -0.2391 -0.35
Software/info processing -0.0132| -0.04
Biotech 0.7175 0.74
Constant 0.2326 0.74
n=193, x2=55.6

38

US stock markets and convergence



US stock markets and convergence

Table 4: Influences on governance structure and disclosure

Board size % insiders| CEO is chairr EDGAR filer| 6Ks last year

Coeff. t Coeff. t Coef. z| Coef. z| Coef. z

Market value (millions) 0.0035| 3.87 -0.0943 -1.66/ 0.0013] 0.16/ -0.0177 -1.78| 0.0051| 2.57
Listed on NYSE 0.2154| 2.89 -2.8258 -0.72/ 0.3761 0.59 -0.2969 -0.55 0.4080 2.70
Chile -0.1273| -1.24| -20.2893| -3.99| -0.3557| -0.30| -1.3183| -1.18| -0.6529| -3.50
Germany 0.4394| 3.92 -24.1270 -3.78 1.2465 1.41 0.3255 0.40| -1.0409| -3.75
France 0.2288| 2.66) -27.0799 -5.94/ 3.7644) 5.23 -0.2515 -0.38 -0.3536 -1.98
Israel 0.0713| 0.83| -26.7553 -6.37] 1.4395 2.19 -1.0984 -1.88 -0.2571 -1.60
Japan 0.6600| 7.00, 23.4440 4.05 0.0765 0.06/ 1.7934 2.23| -0.6455| -3.08
Time listed in US 0.0000| 3.86, -0.0003 -0.43| -0.0001| -0.67| -0.0002| -2.33| 0.0000| -0.71
Board ties to US companies 0.0016| 0.16) 0.1789 0.30 0.1149 1.38 0.3666 3.64| 0.0445| 1.87
Computers -0.2932| -1.86| 7.3547| 0.94 1.6173] 1.68 -0.0929 -0.32
Communications equipment 0.0328 0.26| 11.7506) 1.75 1.4094 1.67| 0.8552] 0.90 0.3476| 1.45
Electronic components -0.1471| -0.90) 0.9116/ 0.11| 0.3929| 0.36/ 0.6830| 0.70 -0.3545| -0.92
Software/info processing -0.1929 -2.11 6.7101 1.54) 1.2270, 1.96/ 1.0703| 1.85 0.0825 0.49
Biotech 0.0863| 0.32] 0.0314 0.00 0.1254| 0.19
Constant 1.9650 24.78| 51.9348| 13.06) -2.8747 -3.90, -0.9525| -1.82 2.1873 13.22

n=193, Chi*=160

n=193, Chi’=95.7

n=184 Chi°=59.5

n=191 Chi*=38.3

n=170 Chi°=78.6
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Table 5: Influences on investor recognition

Analyst following

Institutional %

Largest owner %

Coef. z Coef. t Coef. t
Market value (millions) 0.0086 2.81 -0.0384| -0.72 -0.2404, -1.70
Listed on NYSE 0.2206 1.01 -8.9474  -2.33 13.0790 1.70
Chile 0.2980 1.12 -0.6884| -0.14 10.3976 1.11
Germany 0.1259 0.39 2.3024 0.37 12.1291 1.08
France 0.4368 1.88 8.4485 1.96 13.0224 1.48
Israel 0.1980 0.84 7.3303 1.83 34.3074 4.39
Japan -1.0868, -3.13 9.4064 1.76 21.4069 1.82
Time listed in US 0.0000 1.36 -0.0007 -1.29 -0.0030, -2.07
Board ties to US companies 0.0857 2.95 0.8414 1.51 -0.7903| -0.48
Computers 0.5903 1.44 11.7725 1.64 -18.4736, -1.21
Communications equipment 0.9078 2.75 -0.0807) -0.01 -7.7560 -0.66
Electronic components 0.5350 1.33 -3.9108  -0.52 19.1267 1.47
Software/info processing 0.1040 0.43 -6.9773  -1.69 7.4063 0.95
Biotech -19.0807 0.00 -4.2250,  -0.33
Constant 0.3946 1.77 12.4934 3.14 -15.9941 -1.83

n=193, x2=74 .1 n=185, R2=.18 n=193, x2=46.1
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Total Number of Companies

Figure 1: Growth in US listings among six countries
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Figure 2: Largest sources of US listings (by nation of incorporation)
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Figure 3: Shared directors among French firms listed on US
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Figure 4: Shared directors among German firms listed on US
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Rectangles are German firmslisted on NY SE; oval is German Nasdaq firm.
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Figure 5: Shared directors among Japanese firms listed on US

stock markets
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