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governance practices are universal (one size mbtshall) or instead depend on country and firm
characteristics. We report evidence that supgbesecond view. We first conduct a case study of
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matter in which countries, and for which types ioins. Our “multi-country” results suggest that
country characteristics strongly influence both ehhiaspects of governance predict firm market
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with ample room for firm choice.
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1 — Introduction

Capital market development has been linked to ingumoresource allocation
(Wurgler, 2000) and economic growth (e.g., Levimel &ervos, 1998). In turn, capital
market development has been related to protectionimority investors (e.g., La Porta et
al., 1997, 1998a and 1998b; and Gleaser, JohnsbBrifer, 2001). A number of articles
also link firm-level corporate governance practitedirm value (e.g., Durnev and Kim,
2005; Black, Jang and Kim, 2006a). Overall thesedist support the importance of firm-
level corporate governance, especially in countrigis weak legal protections for investors

(e.g., Klapper and Love, 2004).

How to improve corporate governance, however, isahear. There are different
approaches with distinct consequences. One apptoaats legal rules as central. Good
governance is achieved principally through rules girotect minority investors. (Examples
of this approach include the Sarbanes-Oxley Adh& U.S.; New York Stock Exchange
listing rules (requiring, for example, a majority imdependent directors and an audit
committee composed entirely of independent dirsgtoand the OECD principles of
corporate governance (OECD, 2004). This approachbeaeffective if many corporate
governance practices are universal, so that a cans®bof rules can be applied to a broad
spectrum of countries, and a broad spectrum ofsfiwithin each country. In contrast, if
good corporate governance is often “local’” — vagyacross countries, and across firms
within a country, a more flexible approach will eft be appropriate. Examples of this
approach include comply or explain rules, suchhesUK Combined Code on Corporate
Governance (Financial Reporting Council, 2006), andtiple governance stock exchange

listing tiers, exemplified by the Brazilian stockchange, Bovespa, discussed below.

There is, by now, substantial evidence that one daes noalwaysfit all firms in
all countries. Optimal governance likely differstlveen developed and emerging markets
(e.g., Bebchuk and Hamdani, 2009), and potentialgo between different emerging
markets (Durnev and Fauver, 2007). Within a gigenntry, optimal governance may
depend on firm characteristics (e.g., Arcot andnBru2006; Bruno and Claessens, 2007;
Mulherin, 2005; Demsetz and Lehn, 1985). But wi lshow relatively little about the

extentto which broad corporate governance principles lmampplied across countries, or



across firms within a country. If there is sufict commonality, it could make sense to
adopt “across the board” rules, both within andossrcountries, even if they do not
perfectly fit every firm or every country. Afteflathere is also evidence that adoption of
mandatory rules can be beneficial in some instafegs, Black, Jang, and Kim, 2006a, on

Korea; Atanasov, Black, Ciccotello and Gyoshev,®@h Bulgaria).

We address two principal questions. For both, ive¢ $tudy Brazil, then extend our
analysis to the other BRIK countries, and evaluaie results in light of other existing
studies. For both, we focus on emerging markdtse additional differences that surely

exist between developed and emerging markets as&lewour scope.

Question 1: Which corporate governance rules are Kely to be beneficial in
emerging markets? One can readily compile a list of items thatupialy reflect good
corporate governance and test whether, combinedantindex, they predict firm market
value (or performance). One can also test whetpecific aspects of overall corporate
governance (for example, board independence, gdisdp an audit committee, or cross-
listing in the U.S.) predicts firm market value amerage, over many firms in many
countries. These approaches are useful, but ngperiant limits. Most centrally, they tell

us little about which practices matter, for whiaimis and in which countries.

One core problem is that different aspects of a@fgogovernance are correlated.
Thus, if one measures the overall predictive powfea list of governance measures, one
does not know which elements drive the overall goweor instance: Gompers, Ishii, and
Metrick (2003) develop for the U.S. a corporate ggoance index based on twenty-four
provisions (G-index) and show that it predicts fivadue. But Bebchuk, Cohen, and Ferrell
(2009) report that only six of these provisionslyfullrive the Gompers—Ishii—-Metrick
results. A related problem arises for studies fibedis on a particular subset of governance
measures. One then faces a classic omitted vesigiobblem — one does not know whether
the subset is truly important, or merely proxies donitted aspects of governance. For
example, a number of corporate governance studigon a 2002 survey by Standard and
Poor’s, which covers only disclosure. To overcdhie problem, one needs a broad index
that capture multiple aspects of corporate govermarOne can then test the relevance of

each aspect, controlling for the others.



Moreover, what matters in corporate governance waay from country to country, in
ways not well captured by multi-country indicess Bebchuk and Weisbach (2011) point
out, the Gompers, Ishii, and Metrick (2003) and &elk, Cohen, and Ferrell (2009)
indices principally measure take-over defenseschvhre of limited relevance in countries
in which most firms have controlling shareholderdhe RiskMetrics (formerly 1ISS)
measure focuses on features that are common id3$heut often not found in other capital
markets (Bebchuk and Hamdani, 2009). Variatiomsgrcountries in ownership patterns
and background legal rules limits what one cannlday assessing whether a particular
governance measure or index matters on averagesaelb countries. One needs to
examine individual country results (a step ofternt taken in cross-country studies), to
determine whether the results are driven by a supsehaps a small one, of the studied

countries, and to which countries they apply.

A third concern for cross-country studies is theg &vailable indices are limited. The
S&P index (e.g., Durnev and Kim, 2005) covers atigclosure, and is available only for
2002. The Credit Lyonnais Securities Asia indexirfizv and Kim, 2005; Klapper and
Love, 2004) includes subjective elements and idava only for 2001. The RiskMetrics
(formerly ISS) index covers only developed coustfie.g., Aggarwal et al., 2009).

Summing up, to identify what matters in corporab®aynance, in which countries, one
needs a broad index that is (i) tailored to theneea of particular countries; yet (ii) has
sufficient commonality across countries to pernaittous generalization. One then needs
to assess both the predictive power of the ovémdix, and the importance of different

aspects of governance, controlling for other agpettgovernance.

Question 2: What aspects of corporate governance riar to which firms? A
second, often understudied question involves whkichs can benefit from which aspects
of corporate governance. A number of hypothese® leen suggested in prior work.
Firm size. Large firms could need “better” (more formal) gavance to respond to their
more complex operations. They could have greatdéenpial for agency costs due to

greater financial resources or less concentratatemship. Conversely, small firms might

1 Morey et al. (2009) use a proprietary index fréffiance Bernstein. The index has many subjective

elements and Alliance Bernstein does not allow theulisclose individual elements.



face greater information asymmetry and accompang@ency costs. Investors could also
be more attentive to how governance affects vaturger firms. Smaller firms, with
lower institutional ownership could “fly under tlmadar.” (Black, Jang and Kim, 2006).
To assess these possibilities, one must begin aviddlataset that includes both large and
small firms, yet the principal cross-country datagbat cover emerging markets cover only
the largest firms in each countryProfitability. Highly profitable firms could need less
“external” governance, or could have lesser nee@fternal funds and therefore less need
to improve governance to attract investors (Duraed Kim, 2005; Black, Jang and Kim
2006b). Growth: Faster growing firms need external capital totansgrowth, and
therefore might choose better governance to atineesstors (Doidge, Karolyi and Stulz,
2004; Durnev and Kim, 2005; Bennedsen, Nielsen Migtsen, 2011). They also might
have greater need for governance, as suggestedutshirson and Gul (2004).Asset
tangibility (manufacturing): Firms which have substantial tangible assets racee
amenable to external oversight, including creditmmitoring. They may therefore have
less need for “equity” governance, and benefit lgesn governance than other firms
(Klapper and Love, 2004). Moreover, many corpomgdeernance studies examine only
manufacturing firms (e.g., Bertrand, Mehta and Blnlathan, 2002), leaving open the
guestion whether one would obtain similar resudtsother firms. This discussion suggests
that to address what aspects of governance matihom, one needs a broad sample of
firms in each country.

In this article we seek to address these two questusing in-depth hand collected data
on corporate governance practices in Brazil, amh thxtending prior studies of Russia,
India, and Korea. These “BRIK” countries togetloemprise the four major “BRIC”
emerging markets, plus Korea but minus China, wigamique due to government control
of most major firmg. Together, they provide a representative samplthefresults one
might expect in moderately developed, emerging etark The BRIK countries differ in

many ways, including different legal traditionsndmiage, culture, geographic location, and

2 See, for example, Cheung, Jiang, Limpaphayom,Lan(?010). State-controlled firms may need differe
governance than privately controlled firms.



important background legal rules (for example, as@on-voting shares). This increases
the credibility of the pattern we find or, moreeofi fail to find.

We seek here to find a middle ground between siogiatry studies, from which it is
hard to generalize; and studies covering many casptfrom which it is hard to determine
what matters in which countries or to which firm&or each country, we build broad
indices covering six distinct aspects of corporgteernance: board structure, board
procedures, disclosure, ownership structure, mlgtarty transactions and minority
shareholders rights. These indices differ in soratits across these countries to reflect

local laws, but share substantial common features.

Brazil is an important country to study for severasons. It is one of the largest
emerging market economies. Private benefits otrobhave historically been high and
legal rules and firm-level governance have beerkweweak legal rules leave more room
for firm-level governance to vary in economicalligrficant ways (Durnev and Kim,
2005). At the same time, firm-level governance b@sn rapidly changing. Finally, prior
research on firm-level governance in Brazil hasnbesited. We are aware of three other
articles that study the relation between corpogateernance and firm value in Brazil —
Carvalhal-da-Silva and Leal (2005), Leal and Cdrakata-Silva (2007) and a
contemporaneous study by Braga-Alves and Shadddil(? All use governance indices
based solely on public information. The first tatodies did not find a robust association
between firm-level governance and market valueagBrAlves and Shastri find a positive
association, and have the advantage of panel ddtach permits firm-fixed-effects
estimation. However, their sample and index raisecerns. They include government
controlled firms and subsidiaries of foreign comiparin their samplé. Their governance

index is based on a subset of the original Bovespes for Novo Mercado listing, and

% Dyck and Zingales (2004) study the premium paidctmtrol blocks in 39 countries; of these, Bréuwb the
highest average premium, at 65% of the tradingevalfuthe shares. Nenova (2003) estimates thatlBraz
a relatively high value of control, at 23% of finalue, and low scores on international measureésvesstor
rights, corporate law enforcement, and disclosure.

* We exclude these firms. For subsidiaries of fardigms, the subsidiary’s governance means littid tells
us nothing about the overall governance of Brazifiams with majority control by Brazilians. Foirrhs
with majority state control, optimal governance Idooe quite different than for other firms.



includes only 6 elements, several of which are feroltic’ They do not report which
elements or which types of firms drive their resulthus, their study suffers from the

weaknesses discussed above.

We first demonstrate an economically important treheship between a broad Brazil
Corporate Governance IndeBQGI) and lagged firm market value. We rely on hand-
collected data from an early 2005 survey of Braailfirms covering 2004 corporate
governance practices. This allows us to go beymrdic information in constructing our
indices. A worst to best change in the index mtsdalmost a doubling in Tobintg from
1.16 to 2.13. We then assess which aspects ofgavee explain this overall association,
by regressing Tobin’g against each of our six subindices, controllingtfe remainder of
the overall index. The overall index results demaostly from subindices for ownership,
board procedure, and minority shareholder righsdisclosure subindex is significant by
itself but loses significance when we control foe trest ofBCGI, confirming the real-

world importance of the omitted variable problem.

Board structure, especially board independenceidsly seen as a central aspect of
corporate governance. In contrast to the principedss-country study of board
independence (Dahya, Dimitrov and McConnell, 2068 country studies of Korea
(Black and Kim, 2011; Choi, Park and Yoo, 2007),fime in Brazil a significanhegative
association between board independence and firrkanealue. Thus, our results highlight

the dangers in generalizing too readily concermihgt matters in corporate governance.

We then investigate for what types of firms therallendex, and each subindex,
predicts higher firm value. We study the four lardam characteristics discussed above:

size, profitability, growth rate, and manufacturimgrsus non-manufacturing firms. We

® Their index: (i) effectively treats boards with laast 5 members as reflecting better governahas t
smaller boards (prior research suggests that bazdsbhe too large, see Eisenberg, Sundgren, ants,Wel
1998; and Yermack, 1996; boards could also bertwallsbut there is no empirical research on pant] we
did not find in our own study that board size wasogiated with Tobin’s)); (ii) does not include a measure
of board independence (the Novo Mercado rules didequire any independent directors and publie dat
board composition is not available); and (iii) teeane-year director terms as important (they #edyl of
limited relevance for firms with a controlling skolder); and includes IFRS or U.S. GAAP financial
statements (correlated to U.S. cross-listing, sddcpredict firm value for other reasons, see Litv@2010),
but they do not control for cross-listing). Compéareal and Carvalhal-da-Silva (2007), who find ttredir
index predicts firm market value, but this resahishes if they remove elements related to crasisij.



find a significant association betweBCGI and market value for nonmanufacturing (but
not manufacturing) firms, small (but not largejfs, and high-growth (but not low-growth)

firms.

Next we compare Brazil to the other BRIK countriége obtain and then extend
datasets for each other country (see Black, Jang Km, 2006, for Korea;
Balasubramanian, Black, and Khanna, 2010, for In8iack, Love and Rachinsky, 2006,
for Russia). The governance indices in each cguare similar, but reflect the rules and
data limitations in each country. We find both ¢coam themes and differences across the
BRIK countries. Across all four countries, goveroa predicts higher market value in
small firms and high-profitability firms. The rdsdor small firms is an important new
finding — these firms are not included in the aafalé multicountry indices, and thus are not
part of the datasets for other multicountry studid$e result for high-profitability firms
suggests that one cannot simply leave good manadene, to run their businesses. A
smaller gap between voting rights and cash flovintsgoredicts higher market value in
Brazil and Korea, the two countries where we hdwg neasure. Turning to differences,
board independence predicts higher market valu€oiea, lower market value in Brazil,
and is insignificant in India. We also find maptifferences across countries on for which
firms governance predicts higher market value. r@\eour results provide some common
themes, but also underscore how much we do notkyetv about what matters for

corporate governance in emerging markets.

This paper proceeds as follows. Section 2 dissuds#a. Section 3 describe the
governance indices. Section 4 develops our metbggiol Section 5 examines which
aspects of governance predict firm market value,which firms, in Brazil. Section 6

compares our Brazil results to the other BRIK coest Section 7 concludes.
2 — Sample, Governance Survey and Other Data Souce

In this section we describe our Brazil sample aathd An appendix provides
similar information for the other BRIK countrieur results are based primarily on an
extensive survey distributed in January 2005 tdirafis listed on Bovespa (2005 Brazil CG
Survey), covering year-end 2004 corporate govemanactices. We received 116 replies

to the survey, including 88 from privately conteallfirms Brazilian private firm$, and the



rest from firms with majority control by the stabe a foreign parent company.Black, De
Carvalho and Gorga (2009) provide details on theesuand responsés.

We focus here on Brazilian private firms. Theser&§ondents comprise 61% of
the market capitalization of all Brazilian privdtams. The percentage response rate was
34% (66/194) for private firms with at least someuvactive trading (trading on 26 or more
days during 2004); and 28% for all private firm8/@L3). Thus, our sample is reasonably

representative of Brazilian private firms, withilatoward larger firms.

We obtain enough information to construct the infl@x84 of the 88 responding
private firms. For our regression analysis, welwke 12 financial firms, 5 firms without
sufficient data to construct Tobinég and one firm with missing data for control vatesh
This leaves a usable sample of 66 firms. Thesusfirepresent 50% of private, non-
financial firms by market capitalization. The sdenpize is limited but, as will be seen,

sufficient for us to obtain statistically stronguéts in many cases.

In 2000, Bovespa introduced several optiohaher listing levels, with stricter
governance standards than the regular listing:eLgyLevel 2, and Novo Mercado (“new
market”) (Bovespa, 2006). We summarize these mnd3lack, De Carvalho and Gorga
(2009). However, most new listings on Novo Mercadd Level 2 post-date the period we
study (De Carvalho and Pennacchi, 2011). Of oopdafirms, 17 were listed on Bovespa
Level 1 (slightly higher standards than the reglikiing), two were listed on Level 2, and
four on Novo Mercado. We include the principal esv1 and 2 and Novo Mercado

requirements are elements of our governance index.

We use several additional data sources. Thefligtiblicly traded companies, their
market  capitalization, and listing level comes fromBovespa, at

www.bovespa.com.br/principal.aspNe obtain financial data from the Brazilian fczal

database Economatica, atvw.economatica.comand basic company information from

annual reports, available from Infolnvestwatw.infoinvest.com.br Information on cross-

listing exchanges, levels, and dates is provide#dtg Litvak (see Litvak, 2007), based on

® Black, De Carvalho and Gledson (2010) provideosentompact overview of Brazilian governance and ou
survey results, intended for a non-Brazil audience.



the databases maintained by Bank of New Yorkwatw.adrbny.com Citibank, at

wwss.citissb.com/adr/www/brokers/index.ht@VM, atwww.cvm.gov.br Deutsche Bank,

atwww.adr.db.comand JP Morgan, atww.adr.com

3 — Corporate Governance Index and Subindices

We describe here our Brazil Corporate GovernandeXr8CGIl). We choose the
Brazilian index, subindices, and elements to beparable to the India and Korea indices.
The appendix provides additional details on thecesl for the other BRIK countries. The
BCGI index is composed of six subindices, which in tigflect 41 firm attributes that are
often believed to correspond to good governanceyloch we have reasonably complete
data, reasonable variation across firms, and seffficdifference from another index
element to justify inclusion. We do not examinevgmance attributes required by
Brazilian law, for which there will little variatmacross firms, and limited ability to detect
noncompliance through a survey. Most elementdmfgotomous (coded as "1" if a firm
has the attribute and "0" otherwise). We normatiaetinuous variables to run from 0 to 1.
Table 1 describes the subindices and their comgsnand provides summary data on the

66 firms used in our regressions. Our subindices ar

Board Structurg7 elements). Board independence is often coresid® be a core
element of corporate governance (e.g., OECD, 2@ihya, Dimitrov and McConnell,
2008) The existence of an audit committee, stafieadcipally or entirely by independent
directors, can help to ensure the integrity of riicial reporting (e.g., Klein, 2002). In
Brazil, the “fiscal board” plays a role in oversigif financial reporting similar to an audit
committee, so our governance index considers tisistition as well. We divide board
structure subindex into two sub-subindickeard independencét elements, focusing on
director independence and separation of the pdSBE®@ and board chairman) aaddit
committee and fiscal boar@ elements, focusing on the existence of the araiiimittee

and fiscal board, and whether these organs indudeority shareholder representative).

" The fiscal board is elected by shareholders anmmtninclude a representative chosen by minority

shareholders. The members of the fiscal boardrrépdividually at the annual shareholder meeting o
whether they approve the company’s financial statgm For Brazilian companies that cross-lishmt).S.,
which would otherwise be required to have an aadinhmittee under the Sarbanes-Oxley law, the U.S.
Securities and Exchange Commission considers shalfboard to be an acceptable substitute.

10



Ownership Structur€s elements). A “wedge” between cash flow righrsl voting
rights can provide incentives for self-dealing, grédicts lower firm value (Claessens,
Djankov, Fan, and Lang, 2002). Several mechantsansbe used to create such a wedge.
Many Brazilian firms do so by using dual-class stwes, with insiders retaining voting
common shares and outsiders holding primarily prefeshares, thus creating a wedge
between the voting and economic rights of the aiiens® Measures of this wedge are
often included in an overall corporate governanmueéex (e.g., Black, Jang, and Kim,
2006a). Our ownership structure subindex inclutdesproportion of nonvoting shares in a
firm’s overall capital; the fractional ownership wbting shares by the largest shareholder;
the wedge between this person’s voting and econagftits; whether the control group is
small (and hence more likely to be cohesive); artetiver there are large outside

blockholders who can monitor the controller.

Board Procedurg(6 elements). Assessments of board procedures ammmon
component of broad governance indices. From miodies, their association with firm
value remains an open question (e.g., Black, KangJand Park, 2011). A firm’s internal
procedures are a third common aspect of corporat@rgance. Our index assesses
whether a board meets at least 4 times per yeathehit regularly evaluates the CEO and
other executives, whether board members receiverralst in advance of board meetings,

and whether the firm has a bylaw governing the th@ad a code of ethics.

Disclosure (12 elements). Prior research finds that disekwss associated with
higher firm market value (e.g., Durnev and Kim, 200 We extract from the survey 12
elements of disclosure as to which there is reddenwaariation across firms. These
include, among other things, whether the firm prepdinancial statements that comply
with a set of international accounting standardsppres English language financial
statements; provides financial disclosures, sucla agatement of cash flows, that are
common in other countries but not required in Bragosts financial statements on a

company web site; discloses major shareholderslodiss related party transactions.

8 valadares and Leal (2000) and Leal, Carvalha$itiea and Valadares (2000) find a high concentratib
voting power in Brazilian firms, largely due toussice of preferred shares.

11



Related Party Transaction$g4 elements): Related party transactions are an
important governance issue in many emerging marfets, Bae, Kang and Kim, 2002;
Atanasov et al.,, 2010). However, from prior stadig¢ is unclear whether governance
indices can capture the risk that these transactjpose to firm market value (e.g.,
Balasubramanian, Black and Khanna, 2010). We exfiraen the survey 4 elements
relating to the existence of related party traneastand approval procedures for these
transactions.

Minority Shareholder Righté7 elements): There is evidence that takeoutsighe
an important protection for minority shareholdersBirazil’We extract from the survey 7
elements involving takeout rights on a sale of manand freezeout rights at prices
exceeding the legal minimum; shareholder rightselection of directors; a procedure for
arbitration of disputes with shareholder; preemgtights; and minimum free float of 25%

of outstanding shares.

Our elements and subindices reflect measures tbatdwlikely be important in
emerging markets. These often differ from elemeahtst would be appropriate in
developed markets. For example, if one comparegtblelements to the 24 elements in
the Gompers, Ishii and Metrick (2003) index, thare only three common elements:
classified board of directors, dual-class commoglstand take-out rights.

Within each subindex, we give equal weight to eal®ment. Thus, to compute
Disclosure Index, we sum all 12 elements, and theide this sum by the maximum score
achieved by any firm. Thus, each subindex takésegabetween 0 and 1. If a firm has a
missing value for a particular element, we useusrage score for the nonmissing values

to compute each indéeR.

®Nenova (2005) and Carvalhal-da-Silva and Subranman(@®07) report conflicting results on how 1997 and
2000 changes in Brazilian takeout rights affecteel market value of the shares affected by the asang

Bennedsen, Nielsen and Nielsen (2007), report sbate Brazilian firms voluntarily provide additional

takeout rights to shareholders in connection wihity offerings.

19 More specifically, if a firm has missing values some element of a particular index, we calcutlagesum
of the nonmissing elements and then multiply thish 0y the total number of elements in the indexddig
by the number of nonmissing elements.

12



To calculate the overaBCGI score, we sum the subindex scores and divide by 6
(the number of subindices). Since each subindecefely runs from 0 to 1, this produces
roughly equal weights the subindiceBCGI values range from 0.32 to 0.81. Figure 1
provides a histogram showing these scores for @hi#ri®is we use in our regressions. The

BCGIlscores show substantial variation and are reaspsghimetrically distributed.

Table 2 provides further data dICGI and its component subindices and sub-
subindices. Panel A provides summary statistidsere is substantial spread on each index
and subindex, and f@CGI as a whole. The mean (median) firm has a rawescb20.4
(20.0) on the 41 elements. Panel B provides Pracsorelation coefficients between
BCGI and its subindicesBCGI correlates positively with each subindex; withretation
coefficients from 0.14 to 0.77. However, somelo$ tcorrelation is by construction, and
arises because each subindex forms paB®GIl. To adjust for this, we report in the
second row the correlation between each subindexttaen complement to that subindex,
defined as the average of the other five subindiddse correlation remains fairly high for
disclosure at 0.50, but is moderate at 0.28-0.8Btard Structure, Board Procedure, and
Minority Shareholder Rights subindices, and is $rfmalthe Ownership and Related Party
subindices. The inter-subindex correlations anmeegaly positive but moderate. Thus,

except for Disclosure Subindex, colinearity betweehbindices is limited.

4 — Methodology

Our principal dependent variable is the naturahtdgm of Tobin’sq (In(Tobin’s
g)). Tobin’sq is a standard dependent variable in governanegdtee studies. Other
things equal, if governance affects firm marketuealthis should be reflected in Tobimjs
We take logs to reduce the influence of hegbutlier firms, but obtain similar results if we
do not take logs. We regress In(Tobig)son our governance indexes and a set of control
variables. We use three different econometric rsodéne first model has the following

specification:

an|,t =5 +B.X; +B,CGl t&,, Model 1
where:
InQ, is the natural logarithm of Tobingg for firm i at timet ;

Xiis a vector of firm characteristics;
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CGlis a governance index for firin and

&,Is an error term.

Many studies uses this or similar models to exantime effect of corporate
governance on value and also the effect of speasipects of corporate governance, such as
board structure (e.g., Dahya, Dimitrov and McCohr008) or disclosure (e.g., Durnev
and Kim, 2005). A concern with this approach iattaspects of governance are often
correlated. The coefficient on a subindex in Motlatould reflect the effect of another
omitted subindex (omitted variable bias). Therefowhile appropriate to estimate the
relationship between a broad governance index iamdmarket value, Model 1 is deficient
in assessing which aspects of governance matter thWrefore use Model 2 when
assessing the relevance of each subindex. Itdeslioth a particular subindex and its

complement (the equally weighted average of therditie subindices):

Ian,t :ﬁo +B.X; +132CG‘ +lgch|Comp+‘5[L, Model 2
where
CGI™™ is the complement of sub-ind&Gl .

Finally, we use Model 3 to assess for which typdimofis there is an association

between governance and market value:

INQ, =5, +B,X; + B,CGl +B,(CG| x DSH) + B, DSS Bs COI™+¢, , Model 3

where
DSSis a subsample dummy which equals 1 if a firm bgéoto a given subsample (such

as manufacturing firms) and 0 otherwi3e.

We estimate Models 1, 2 and 3 separately. Forstnless purposes, we use three
estimation procedures for each model. The firitnegion procedure uses a quasi-panel
data structure, with one time period for indepemnd@niables two for the lagged dependent
variable, and firm random effects. Corporate goaroe indices are measured at year end
2004 and the financial variables are averaged #0961 to 2005. Tobin’g is measured at
year-end 2005 and 2006. In the second, we poareasgons of Tobin'g for both 2005

1 When running model 3 for the fBICGI index, we omit the index complement.
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and 2006. In both approaches, we use year dumamdsfirm clusters. In the third
procedure, we use ordinary least squares with tadiaadard errors, and use the mean of
Tobin’s q for 2005 and 2006 as the dependent variable.edoae the likelihood of reverse
causation, in which firm value predicts governanite,all three procedures, we look
forward in time by measuring governance in 2004 @odin’s q at year-end 2005 and
2006.

4.1 - Control Variables

Many firm characteristics are potentially assodatsith both Tobin'sq and
governance. We therefore include an extensivefsaintrol variables, within the limits of
Brazilian financial reporting, to address the réagl potential for omitted variable bias.
Unless otherwise stated, variables were averaged2®01-2004, or the available period if
shorter. Table 3 defines the principal financiad @ther non-governance variables used in
this paper, and provides summary statistics. @ucipal control variables are as follows.
All are commonly used in other corporate governastadies. Firm size: we usdn(assets)
to control for the effect of firm size on Tobinds Firm age we include years listed as of
2004 as a proxy for firm age, because younger fianeslikely to be faster-growing and
perhaps more intangible asset-intensive, whichleash to higher Tobin’s|; Leverage We
include leverage (measured as debt/assets, wirdod 1.00) because leverage can
influence Tobin’sq by providing tax benefits and reducing free cakdwfproblems.
Leverage is also mechanically related to Tobig, ssince both variables use the same
denominator’Growth prospects and profitabilityTobin’s q is related to a firm’s growth
prospects and current profitability. We controf fijowth prospects using sales growth,
and for profitability using both net income/assatsl EBIT/sales;Capital intensity: we
control for capital intensity using PPE/saldgquidity: we include share turnover (traded
shares/total shares) as a measure of share lgusiiice share prices may be higher for
firms with more liquid shares;Iinside ownership we include ownership by the largest
shareholder as of 2004 as a measure of insiderrehipe Voting parity: this variable

controls for the firm’s use of nonvoting preferrgiohres. It equals O if the firm issues the

12 1n unreported robustness checks, we add boagdasia control variable (this variable is insigifit), and
replace firm age with In(firm age) as a controligate. Results are similar to those we report.
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legal minimum of 1/3 common shares, and scalesfto & firm which issues only common
shares as of 2004industry: since both board structure and Tobig'say reflect industry

factors, we include industry dummies; ahdR dummy many large Brazilian firms cross-
list their shares in the U.S., usually on the Neark/Stock Exchange or the NASDAQ
National Market as of 2004. This variable can grtoc foreign investor interest, liquidity,

and enhanced disclosure.
4.2—Methodological concerns

Our Brazil study, like much of the corporate gowarce literature, uses cross-
sectional data for governance and has no goodumstits, so we can assess correlation,
but not causation. However, we can say a bit atimutikelihood that our results provide
decent guides to causation. First, looking forwiartdme from the measurement dates for
the governance index and the control variablesatesdfor Tobin’sy limits the potential for
reverse causation, in which Tobingspredicts governance. Moreover, Black and Kim
(2010) find only fairly weak evidence of reverseusation in Korea. The optimal
differences flavor of endogeneity, with firms opéithy choosing their governance to meet
firm-specific needs is more likely to be a seri@osicern if observable firm financial and
ownership characteristics are strong predictofgmflevel governance choices. However,
Black, Jang and Kim (2006b) report that firm ch&edstics, other than firm size, weakly
predict Korean firms’ governance choices; Balasoiar@an, Black and Khanna (2010)
find a weak association in India between firm chteastics and governance. These results
suggest that the optimal differences flavor of egaeeity may be a limited concern.

A second concern is that we do not know what “ggodernance” consists of, and
our index surely measures it with error. Weak Itessoould mean that there is little
association between governance and firm marketeyausimply that our indices do not
measure governance very well.

A further concern is that firm market value is lhsen trading prices for
noncontrolling shares, and does not capture pribateefits of control. Governance could
affect market value gains either by affecting tdiah value or the division of this value

between insiders and outsiders. We cannot disshdaetween these two broad channels.
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5 — Empirical Results for Brazil
5.1 — Corporate Governance and Value

We begin by assessing the univariate associatiawele@ firm-level corporate
governance and firm market value. Figure 2 pravigescatter plot dCGl against pooled
values of In(Tobin'g)) for 2005 and 2006, plus a regression line frosmaple pooled OLS
regression of Tobin'sy on BCGI plus a constant term. There is a visually apparent
correlation between the two. The simple corretatf0.29 and the regression coefficient is
1.30 ¢ = 2.84).The correlation is economically significarA worst (0.32) to best (0.81)
change iBCGI predicts an increase in Tobirgdrom 1.16 to 2.13.

In Table 4, we turn to multivariate analysis, ardresdn(Tobin'sq) againsBCGI
and control variables, using Model 1. Regressioprdsents results with firm random
effects. The coefficient oBCGI is 1.28 — essentially the same as the univariateltre
and is statistically significant at the 1% lev&egression 2 reports pooled OLS results and
Regression 3 reports results with the mean of Telgnin both years as the dependent
variable. The results from all three specificasicaare very similar. For conciseness, in
subsequent tables, we present results only for famdom effects regressions, but confirm
that all three specifications give similar results.

Several control variables are statistically sigrifit. Of particular note: older firms

present lower Tobin'g. More profitable and more leveraged firms hawghbr Tobin’sg.
5.2 — What Matters for Corporate Governance in Brad

We examine in Table 5 which aspects of governane@ssociated with firm value.
Column 1 in Table 5 represents eight regressiomsi@®d using Model 1 (one regression
for each subindex or sub-subindex taken separaielg) firm random effects regression.
We suppress the coefficients on the control veemblThe Ownership, Board Procedure,
Disclosure and Shareholder Rights subindices &k tpositive coefficients that are
statistically significant at the 1% or 5%. BoarduSture Subindex is not statistically
significant.

As noted before, subindices are correlated witln edloer. Therefore, the estimates
in Column 1 may be biased due to omitting otheeatpof governance. To address this

bias, we use two similar procedures, reported larons 2 to 4. Columns 2 and 3 present
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two regressions based on Model 1, but includingsallindices as separate variables in a
single regression. Column 4 presents eight regresdbased on Model 2, each reporting
the coefficient on the subindex (Column 4a) andcisnplement (Column 4b). Board
Structure Subindex becomes negative and statistsiginificant at the 1% (Column 2) and
5% (Column 4a) levels, while Disclosure Subindeseko statistical significance. The other
subindices which were significant in Column 1 netsiatistical significance, although their
coefficients bounce around a bit.

These results highlight the need to use an overddix to assess the importance of
governance, and to control for the rest of the alVendex when assessing a particular
aspect of governance. Consider, for example, thesecountry study by Dahya, Dimitrov
and McConnell (2008), who find a positive assooratbetween board independence and
firm market value, but do not control for other @sfs of corporate governance. If board
independence is correlated with the rest of a binodelx, as in Brazil (see Table 2), the rest
of the index is an omitted variable. Our Brazsuks suggest that this omitted variable
could explain the association that they find betwieeard independence and firm value.

Consider also the S&P transparency and discloswexi which many studies use
as a measure of governance (e.g., Durnev and K@©5;2Doidge, Karolyi and Stulz,
2007), and report that this index predicts highien fmarket value. In Brazil, we obtain
similar results for a disclosure subindex aloné,tbis subindex loses significance when we
control for the rest of an overall index. Thusglifig to control for the rest of an overall
index could either suppress significance that wdaddound with this control (as we find
for board structure), or lead to spurious signifima (as we find for disclosure).

To further examine what aspects of board structinnee the unexpected negative
coefficient on Board Structure Subindex, we brdag Subindex into two sub-subindices —
Board Independence, and Audit Committee and FiBoakd. We report these results in
Columns 3 and 4. Board Independence takes a signtinegativecoefficient, and largely
drives the overall results for board structure. dssess robustness, we examine a
continuous measure of board independence, the giopof independent directors. This
variable also takes a negative coefficient, andsignificant in some specifications,
depending on how we control for the resB&GIl. A dummy variable that equals 1 for the

19 firms with three or more independent directarg] O otherwise, is negative and reliably
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significant, controlling for board size and thetresBCGI. Thus, the negative coefficient

on board independence is not sensitive to how wasare board independence.
5.3- To Whom Corporate Governance Matters in Brazil

In this section we assess whether the associatinwelen governance and firm
market value varies with firm characteristics. Wdeus on four characteristicgdustry
sector (manufacturing versus nonmanufacturing firmsige (large versus small firms);
growth (faster versus slower-growing firms); apdbfitability (more versus less-profitable
firms). We discuss the theoretical justificatiaor Studying these characteristics in the
introduction. For the industry dimension, our s&npeaks into 45 manufacturing and 21
non-manufacturing firms. For the other three din@ms we split the sample at the median,
so each subsample includes 33 firms. Table 6 regstimations of Model 3 (firm random
effects specification). We report only the coe#iti on governance for each subsample and
the difference between the two subsamples.

Table 6, Column 1 reports the results for the di/émdex. BCGI is a significant
predictor of Tobin’sg for nonmanufacturing firms, but not manufacturfirghs, for small
firms but not large firms, and for high-growth budt low-growth firms. However, the
difference between the two groups is not statibgicsignificant for large versus small
firms. There is no appreciable difference between theficaaft on BCGIifor high versus
low-profitability firms.

The remaining columns of Table 6 show results tdvirsdices, from a regression
based on Model 3. The cells need some explanai@onsider, for example, the row for
manufacturing firms. Each cell in this row repmsea separate regression usingribe-
manufacturing dummyWe report the coefficierft, in Model 3. This gives the impact of
the relevant governance index or subindex on matwiag firms, because the regression
also includes an interaction between non-manufexgudummy and the governance index
or subindex. The coefficients on this interaction gives the incremental impatt o
governance on non-manufacturing firms. The rownfon-manufacturing firms is similar
but uses regressions with the manufacturing dummyhe “manufacturing minus
nonmanufacturing” row gives the incremental imgacta manufacturing firm, frorfiz in a

regression using the manufacturing dummy.
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Board structure subindex is significant and negatior the full sample. For
subsamples, it is usually negative, but is sigarficor marginally significant only for
manufacturing firms and high-profitability firms.Ownership, in contrast, is reliably
positive and is significant or marginally signifidtain most subsamples. Disclosure and
Shareholder Rights subindices are important ina@®rplg the stronger association between
Tobin’s g and BCGI for non-manufacturing firms and for high-growthnis. Board
Procedure Subindex is associated with Tobgfar small, but not for large firms.

Overall, our subsample results suggest that oneldghmmt place too much reliance
on the full-sample results, unless they are robusbss subsamples. They provide reason
to be cautious about relying on studies which doexamine subsamples, and even more

so studies which are limited to, for example, ldigas or manufacturing firms.
6 — Commonalities and Differences across the BRIK @intries

In this section, we compare our Brazilian resuitdhtose from Russia, India, and
Korea, using generally similar indices. Appendixda@scribes the samples, indices and

methodology we used for Russia, India, and Korea.
6.1 — Which Subindices Predict Firm Value?

In Table 7, we assess which aspects of firm-lewwleghance are consistently
important across the four BRIK countries. The ledind columns show results for the
overall index and each subindex, substituted ferdterall index in Model 1. The right
hand columns show results with all subindices idetlas separate variables in the same
regression; this approach is not feasible for RuSsiControl variables for each country are
described in the Appendix. For each country, theraV index and each subindex were
normalized to mean 1 and variance zero. Due tonalzation, the coefficients for
subindices for Brazil in Table 7 differ from Tat8ebut the-statistics are the same.

Consider first the left hand side of Table 7, arfthiMvs common for all countries.
An overall index predicts Tobin’g in all four countries. For subindices includecat a

time, almost all coefficients are positive, as atkestatistically significant coefficients.

3 In robustness checks, we obtain similar resualtsstibindices if we include the subindex in a regian
together with its index complement, similar to tast two columns of Table 6.

20



Disclosure subindex is positive and significant marginally significant in all four
countries; minority shareholder rights subindexpwsitive and significant in all three
countries with this subindex; ownership structwbisdex is positive and significant in the
two countries with this subindex; board procedwhbirsdex is positive and significant in
Brazil and Korea and positive in India. At the satime, board structure subindex is
mixed, with significant positive coefficients indim and Korea, but an insignificant
negative coefficient in Brazil. Related party santions are insignificant, with mixed sign,
in the two countries with this subindex, Brazil dndia.

The commonalities suggested by these results weakeen we include all
subindices together in the same regression, toeaddrmitted variable bias form including
them one at a time. Ownership structure subinéexams significant and positive in the
available countries, Brazil and Korea. Minorityastholder rights remain significant in
Brazil and India, and remain positive but lose digance in Korea. Disclosure is now
remains positive in all three countries, but isnfigant only in Korea. Board procedure
remains significant only in Brazil. And board stture remains significant and positive in
Korea, but is significant and negative in Brazitlansignificant in India.

We conclude that one needs to control for a breh@sgovernance characteristics
when assessing a partial set. Failing to do solead to misleading inferences. The
findings of predictive value for board independemteédahya, Dimitrov and McConnell
(2008) and disclosure in Durnev and Kim (2005) ningstonsidered suspect.

6.2 — Overall Assessment of Subindices

In this section, we combine our Brazil, India, Karand Russia results with those
from other studies, to assess what is currentlywknand unknown about the impact of
different aspects of governance on firm market @aluNe seek to identify governance
aspects with evidence of commonality across coesitand aspects with differences.

Board structure In Brazil, we find that board independence gngicantly and
negatively associated with Tobings In Turkey, Ararat, Orbay and Yurtoglu (2010)aals
report a negative association between independesdtors and Tobin's). In contrast,
Black and Kim (2011) and Choi, Park and Yoo (200&port evidence that outside

directors can be valuable in Korea. For India,cBland Khanna (2007) and Dharmapala
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and Khanna (2009) find evidence that India’s Clad8eaeforms, which largely involved
board structure, enhanced firm value.

Why might board independence be negatively assatiatith market value in
Brazil and Turkey? One might suspect that someimaly independent directors are not
independent in fact, and firms appoint these darscto provide cover for self-dealing.
However, in Brazil, at most firms with an independdirector, at least one independent
director is elected by minority shareholders undazilian rules. In unreported
regressions, Element Sh2 (is one or more dire@lmsted by minority shareholders), is
positive but insignificant. So the non-independeraf some nominally independent
directors cannot be the whole story.

Perhaps one or two independent directors -- anpatiemmon in both Brazil and
Turkey -- can’t do much. Consistent with this, &and Kim (2011) find that increasing
the proportion of outside directors from the leifabr of 25% to 49% is not associated with
higher Tobin'sq — yet getting to 50% has a value efféct.However, this too cannot
explain the Brazil results — we find a significar@gative coefficient on a dummy variable
for three or more independent directors. The vallded by independent directors remains
controversial in developed markets as well (e.gnt@ki, Linck, and Netter, 2009).

Reverse causation is also possible. Perhaps euskigreholders push for outside
directors at companies with more self-dealing. Gight by these directors might reduce
self-dealing, but not by enough to reverse the tegassociation between independence
and level of self-dealing. We cannot assess tssipility without a good measure of self-
dealing risk, which is not available.

Ownership structure and “wedge” An ownership structure measure, which
measures the wedge between cash flow and votimgsrigredicts firm market value in
Brazil and Korea (a small wedge predict higher retkalue). This is consistent with time
series evidence from Korea (Black, Kim, Jang andk,P2011), and cross-country evidence
(Claessens, Djankov, Fan and Lang, 2002). Thesethesults are likely to be common

across countries.

14 Results available from the authors on requestpresented in the final version of this artic@hoi, Park
and Yoo (2007) find that a continuous measure darébdndependence predicts firm market value, but
significance vanishes with firm fixed effects.
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Disclosure We obtain strong results for disclosure subingékout controlling for
the rest of governance, but these results weak#énthis control. Among other studies,
Black, Kim, Jang and Park (2011) find a significpaisitive coefficient on disclosure in
time series with firm fixed effects for Korea, ag @heung, Connelly, Limpaphayom and
Zhou (2007) in cross-section for Hong Kong, butdRlg2001) finds that disclosure is
insignificant when one controls for the rest of arerall index. Durnev and Kim (2005;
multi-country) find a predictive effect of disclagy but do not control for the rest of
governance. Overall, it seems fair to say is thatlosure predicts higher firm market
value if one does not control for the rest of goeeice, angrobably still does so after
controlling for the rest of governance.

Shareholder rights Shareholder rights subindex predicts higher etavalue in
Brazil and India, and is positive but insignificant Korea. Other evidence on similar
subindices is mixed. Cheung, Jiang, Limpaphayodlan(2010) find a positive effect for
mainland China, but Cheung, Connelly, Limpaphayom Zhou (2007, Hong Kong) and
Black, Kim, Jang and Park (2011, Korea) find angngicant negative coefficient with
firm fixed effects. These mixed results could ermecause a shareholder rights subindex
bundles important rights, such as takeout righten@iWa, 2005; Bennedsen et al., 2011),
with other less important measures,

Related party transactionsIn both Brazil and India, a measure of contreéro
related party transactions is insignificant. Bu&dk, Love and Rachinsky (2006) find a
positive coefficient on a similar measure for Rassiand self-dealing risk is highly
significant in Black’s (2001) earlier study of Rigss Our weak results in Brazil and India
may reflect the difficulty in measuring the effeeness of self-dealing controls.

Board procedure We find a significant positive coefficient on &d Procedure
Subindex in Brazil, but a near zero coefficienindia and Korea. Black, Kim, Jang and
Park (2011) also find an insignificant coefficient board procedure in Korea using panel
data with firm fixed effects (a methodology diffateéfrom ours). Overall, evidence that
board procedure predicts firm market value is thind Brazil may be an outlier. These

mixed results support concerns voiced by othersitaihe value of commercial governance

5 See Black, Love and Rachinsky (2006), Table LiiBwick index). This result is for a subindex aemf
the overall Russian indices, there was no goodtagyesent this within Table 7.
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indices, which rely heavily on procedure measueeg.( Bhagat, Bolton and Romano,
2008; Daines, Gow and Larcker, 2010).

6.3 — What Firms Characteristics Matter?

We turn next to commonalities and differences acomantries for subsamples. We
use the same subsamples we used for Brazil in T&abM/e rely on Model 3. Subsample
break points are determined separately for eacimtoguthus a large firm in country X
might be small if transplanted to country*Y Table 8 shows our results.

Manufacturing versus non-manufacturing firmsiIn the first regression set,
governance predicts Tobingsmore strongly for non-manufacturing firms in Bitakorea,
and Russia, but for manufacturing firms in Indide cannot think of an obvious
explanation for these differences. They suggesinded for more research, to understand
which aspect of governance are valuable for whiehs. Perhaps, our division of firms
into manufacturing or not is simply too crude t@tae the relevant differences between
firms.

Large versus small firmsin the second regression set, governance predatisetn
value for small firms in all four countries, butrftarge firms only in Korea and Russia.
The association between governance and firm marakte for small firms across all
countries is an important new result. Multicourdtydies typically cover only the largest
firms in each country. Moreover, one worry for matory corporate governance rules, and
to a lesser extent for voluntary governance cotlas dpply to all firms, is that practices
that are appropriate for large firms could be ulited for smaller firms, or have costs for
smaller firms that exceed their benefits. Our ltessuggest that smaller firms can benefit
from the governance measures captured in our iadice

One possible explanation is that these firms fa@atgr information asymmetry
between investors and firms. A second is thatsfoaller firms, outside investors have
lesser incentives and ability to monitor the firmBoth factors could make internal

governance more valuable.

% For Russia, we cannot examine the differencesdmt manufacturing and non-manufacturing firms

because we lack a good source for industry data.
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High- versus low-growth In the third regression set, governance is nstn@ngly
associated with firm market value for high-growitln in Brazil, but for low-growth firms
in Korea and Russia. Again, we lack ready explanatfor these differences. A possible
confounder, which could explain the mixed resushe potential for reverse causation —
high-growth firms which need external capital maprove governance in order to obtain
that capital (Durnev and Kim, 2005; Bennedsen, $¢ie] and Nielsen, 2011).

High- versus low-profitability In the fourth regression set, governance predict
market value for high-profitability firms acrosd &ur countries. This too is an important
new result. One might think that governance matteore for poorly performing firms,
and good managers should be left alone to run tineis. Our data suggests that this view
is too simple.There are several possible explanatioGood managers may benefit from
monitoring, good governance may reduce the potdiotiananagers or controllers to divert

profits, and good governance may improve the firafvgity to hire good managers.
7 — Conclusion

This article examines which aspects of governanademand for which type of
firms. We first conduct a case study of Brazil. e When assess commonalities and
differences across four major emerging markets aziBrindia, Korea, and Russia. For
Brazil, we find an economically important relatibis between an overall governance
index and firm market value: a worst to best cleainghe index predicts almost a doubling
in Tobin’'sg. Subindices for ownership, board procedure, ambnty shareholder rights
predict Tobin’s q; while subindices for disclosuaad related party transactions are
insignificant. Strikingly we find a negative assdon between board structure, especially
board independence, and market value. We find gaifglant association between
corporate governance and market value for nonmaturfag (but not manufacturing)
firms, small (but not large) firms, and high-growbut not low-growth) firms.

Across the BRIK countries, we find both importantremonalities and differences.
Across countries, governance predicts higher maviedtie in small firms and high-
profitability firms. The small firm result is imp@nt because small firms are often
unstudied. The result for high-profitability firmmiggests that governance is at least as

important for good performers as for poorly perforgnfirms. A smaller wedge between
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voting rights and cash flow rights predicts highearket value in Brazil and Korea, the two
countries where we have this measure. Board snei¢independence): predicts higher
market value in Korea, lower market value in Braaiid is insignificant in India.

Our analysis underscores the limits of broad comasitry analysis in assessing
which aspects of corporate governance matter, foclwfirms. Use of a common index
across many countries narrows the governance aspadt control variables that can be
considered, making omitted variable biases likeMoreover; an average effect across
many countries doesn't tell us for which countregsd which firms, the aspect matters.

Turning to policy implications, our results are nmotonsistent with some mandatory
minimum rules adding value. But in large partytloast doubt on the wisdom of high
regulatory minima, and on the extent to which défé countries should adopt the same
rules. Moreover, even if there are useful mangatoles to be found, one can have little
confidence as to what they are.

An often better approach, our results suggest, Wwdl to provide regulatory
flexibility, coupled with sufficient disclosure sthat investors can assess a company’s
governance choices. That flexibility could comeotilgh a comply-or-explain governance
code, or as in Brazil, through firms choosing amdiffigrent governance levels offered by
the stock exchange. Overall, our results undeeskow little we know about what matters
for corporate governance in emerging markets aaddne firm and country characteristics
that predict when governance matters.

8 — References

Aggarwal, Reena, Isil Erel, Rene M. Stulz, and RoMilliamson (2009), "Differences in
Governance Practices Between U.S. and Foreign Firfveasurement, Causes, and
Consequences," Review of Financial Studiexl31-3169.

Ararat, Melsa, Hakan Orbay, and B. Burcin Yurto2010), “The Effects of Board Independence
in Controlled Firms: Evidence from Turkey”, worlgipaper.

Arcot, Sridhar R. and Bruno, Valentina Giulia (2D08One Size Does Not Fit All, After All:
Evidence from Corporate Governanogg@rking paper athttp://ssrn.com/abstract=887947

Atanasov, Vladimir, Bernard Black, Conrad Ciccaiedl Stanley Gyoshev, “How Does Law Affect
Finance? An Examination of Equity Tunneling in gadia”, 96 Journal of Financial
Economicsl55-173 (2010).

Bae, Kee-Hong, Jon-Koo Kang, and Jin-Mo Kim, “Tuinmg or Value Added? Evidence from
Mergers by Korean Business Groups”,Journal of Finance2695-2740 (2002).

26



Balasubramanian, N., Bernard Black, and Vikramadi§hanna (2010). “Firm-Level Corporate
Governance in Emerging Markets: A Case Study dialfi 11 Emerging Markets Review
319-340.

Bebchuk, Lucian, Alma Cohen, and Allen Ferrell (200 “What Matters in Corporate
Governance?”, 2Review of Financial Studiég&83-827.

Bebchuk, Lucian Arye, and Assaf Hamdani (2009), éTHlusive Quest for Global Governance
Standards”, 15University of Pennsylvania Law Revié®63-1316.

Bebchuk, Lucian Arye, Reinier Kraakman and Georgf @&ntis (2000), “Stock Pyramids, Cross-
Ownership, and Dual Class Equity: The Mechanismd Agency Costs of Separating
Control from Cash-Flow Rights”, in Randall K. Morcleditor, Concentrated Corporate
Ownership(University of Chicago Press), 295-318.

Bennedsen, Morten, Kasper Meisner Nielsen and ThoMaster Nielsen (2011), “Private
Contracting and Corporate Governance: Evidenaa ftee Provision of Tag-Along Rights
in Brazil,” Journal of Corporate Finangdorthcoming.

Bertrand, Marianne, Paras Mehta and Sendhil Mdthian (2002), "Ferreting Out Tunneling: An
Application to Indian Business Groups," 1Quarterly Journal of Economicks21-148.

Bhagat, Sanjai, Brian Bolton, and Roberta Romaf®&?, “The Promise and Perils of Corporate
Governance IndicesColumbia Law Reviewol. 108, 1803-1882.

Black, Bernard (2001), “The Corporate GovernancénaB@r and Market Value of Russian
Firms,”2 Emerging Markets Revie89-108.

Black, Bernard, Antonio Gledson de Carvalho, andc&rGorga (2009), “The Corporate
Governance of Privately Controlled Brazilian FirfnRevista Brasileira de Financasol.
7, 358-428, working paper http://ssrn.com/abstract=1003059

Black, Bernard, Antonio Gledson de Carvalho, andeEGorga (2010), “Corporate Governance in
Brazil”, 11 Emerging Markets Revigwol. 11, 21-38 (2010).

Black, Bernard, Hasung Jang and Woochan Kim (2Q0@9es Corporate Governance Affect
Firms' Market Values? Evidence from KoreaJournal of Law, Economics and
Organization vol. 22, 366-413.

Bernard Black, Hasung Jang &Woochan Kim (2006byeticting Firms' Corporate Governance
Choices: Evidence from Korealdurnal of Corporate Finangevol. 12, 660-691.

Black, Bernard, and Vikramaditya Khanna (2007), iG2orporate Governance Reforms Increase
Firms' Market Values? Event Study Evidence frordidii Journal of Empirical Legal
Studiesvol. 4, 749-796.

Black, Bernard, and Woochan Kim (2011), "The Effe€tBoard Structure on Firm Value: A
Multiple Identification Strategies Approach Usingi¢an Data",Journal of Financial
Economicsforthcoming, workingpaperathttp://ssrn.com/abstract=968287

Black, Bernard, Woochan Kim, Hasung Jang and KyBob- Park (2011), “How Corporate
Governance Affects Firm Value: Evidence on Chamifiedm Korea,"working paper,at
http://ssrn.com/abstract=844744

Black, Bernard, Inessa Love and Andrei Rachinsi§0@, "Corporate Governance Indices and
Firms' Market Values: Time-Series Evidence fronms$ta,” Emerging Markets Review
vol. 7, 361-379.

Bovespa, 2006. Listing Rules Available at http://www.bovespa.com.br/Principal.asfin
Portuguese).

27



Braga-Alves, Marcus V., and Kuldeep Shastri (20XQprporate Governance, Valuation and
Performance: Evidence from a Voluntary Market R&foin Brazil”, Financial
Managementforthcoming.

Bruno, Valentina G., and Stijn Claessens (2007Qprf0orate Governance and Regulation: Can
There Be Too much of a Good Thing?", working pap#http://ssrn.com/abstract=956329

Carvalhal-da-Silva, Andre Luiz, and Ricardo P.CalL@005), “Corporate Governance Index, Firm
Valuation and Performance in BraziRevista Brasileira de Finan¢agol. 3, 1-18.

Carvalhal-da-Silva, Andre Luis, and Avanidyar Subaayam, 2007. Dual-Class Premium,
Corporate Governance, and the Mandatory Bid Ruléddfce from the Brazilian Stock
Market,” Journal of Corporate Finangevol. 13, 1-24.

Cheung, Steven Yan-Leung, J. Thomas Connelly, Pibiapaphayom, and Lynda Zhou (2007),
Do investors really value corporate governance®déhde from the Hong Kong market,”
Journal of International Financial Management anccAunting vol. 18, 86-122.

Cheung, Steven Yan-Leung, Ping Jiang, Piman Limagmn, and Tong Lu (2009), Corporate
Governance in China: A Step Forward, xx Europemaricial Management, vol. 16, 94-
123 (2010).

Choi, Jongmoo Jay, Sae Won Park, and Sean Sehyw(2007), “The Value of Outside Directors:
Evidence from Corporate Governance Reform from K@rdournal of Financial and
Quantitative Analysisvol. 42, 941-962.

Claessens, Stijn, Simeon Djankov, Joseph Fan, ey LLang (2002), “Disentangling the
Incentive and Entrenchment Effects of Large Shdd#hgs,” Journal of Financevol. 57,
2741-2771.

Connelly, J. Thomas, Piman Limpaphayom, and NandiNalbarajan (2008), “Form Versus
Substance: The Effect of Family Influence and Coafe Governance Practices on Firm
Value in Thailand,working paper University of Pittsburgh.

Dahya, Jay, Orlin Dimitrov, and John J. McConn@0@8), “Dominant Shareholders, Corporate
Boards, and Corporate Value: A Cross-Country AnslysJournal of Financial
Economicsvol. 87, 73-100.

Daines, Robert, lan Gow, and David Larcker (200Rating the Ratings: How Good are
Commercial Governance Ratings?, working papdrttpt/ssrn.com/abstract=1152093

De Carvalho, Antonio Gledson, and George G. Peim&2611), “Can a Stock Exchange Improve
Corporate Behavior? Evidence from Firm’s Migratitlmn Premium Listings in Brazil”,
Journal of Corporate Finangdorthcoming, ahttp://ssrn.com/abstract=678282

Demsetz, Harold, and Kenneth Lehn (1985), "ThecBire of Corporate Ownership: Causes and
Consequences"”, Qurnal of Political Econom$155-1177.

Dharmapala, Dhammika, and Vikramaditya Khanna (20@orporate Governance, Enforcement,
and Firm Value: Evidence from India”, latp://ssrn.com/abstract=1105732

Doidge, Craig, G. Andrew Karolyi, and Rene Stul@q2), “Why Are Foreign Firms that List in the
U.S. Worth More?”, 70ournal of Financial Economi§5-238.

Doidge, Craig, G. Andrew Karolyi and Rene M. St{#807), “Why Do Countries Matter So Much
for Corporate GovernanceJburnal of Financial Economi¢sol. 86, 1-39.

Durnev, Artyom, and E. Han Kim (2005), “To Steal Mot to Steal: Firm Attributes, Legal
Environment, and ValuationJournal of Financeyol. 60, 1461-1493.

28



Durnev, Artyom, and Larry Fauver (2007), "Stealifpm Thieves: Firm Governance and
Performance When States are Predatory,"working paper at
http://ssrn.com/abstract=970969

Dyck, Alexander I.J.,, and Luigi Zingales (2004private Benefits of Control: An International
Comparison,’Journal of Financevol. 59, 537-600.

Eisenberg, Theodore, Stefan Sundgren and Martitwélls (1998), “Larger Board Size and
Decreasing Firm Value in Small Firms”, d48urnal of Financial Economic35-54.

Financial Reporting Council (U.K.) (200€pmbined Code of Corporate Governancat
http://www.frc.org.uk/corporate/combinedcode.cfm

Gleaser Edward, Simon Johnson, and Andrei Shig2@01), “Coase Versus the Coasians,”
Quarterly Journal of Economicsol. 108, 853-899.

Gompers, Paul, Joy Ishii, and Andrew Metrick (200@orporate Governance and Equity Prices”,
118Quarterly Journal of EconomicH07-155.

Klapper, Leora F., and Inessa Love (2004), "Congor@overnance, Investor Protection and
Performance in Emerging Marketgddurnal of Corporate Financerol. 10, 703-728.

Klein, April (2002), Audit Committee, Board of Dittor Characteristics, and Earnings
Management, 33ournal of Accounting and Economig8g5-400

La Porta, Rafael, Florencio Lopez-de-Silanes andréinShleifer (1998), “Corporate Ownership
Around the World,” Journal of Finance, vob4, 717- 738.

La Porta, Rafael, Florencio Lopez-de-Silanes, Anflrdeifer and Robert Vishny (1997), “Legal
Determinants of External Financedurnal of Financevol. 52, 1131-1150.

La Porta, Rafael, Florencio Lopez-de-Silanes, AnBhgeifer and Robert Vishny (1998), “Law and
Finance,”Journal of Political Economyol. 106, 1113-1155.

Leal, Ricardo P.C., and Andre L. Carvalhal-da-Sil@orporate Governance and Value in Brazil
(and in Chile),” in Florencio Lopez-de-Silanes aatberto Chong, editors)nvestor
Protection and Corporate Governance — Firm LeveldEnce Across Latin Americexx-
yyy (2007), also available as Inter-American Depebent Bank Research Network
Working Paper #R-514 (2005) laittp://www.iadb.org/res/pub_desc.cfm?pub_id=R-514

Leal, Ricardo P. C., Andre Luis Carvalhal-da-Silsad Sylvia Mourthe Valadares (2000),
“Ownership, Control and Corporate Valuation of Blian Companies,Proceedings of the
Latin American Corporate Governance Roundtaigo Paulo.

Levine, Ross, and Sara Zervos (1998), “Stock MarkBanks, and Economic GrowtAsherican
Economic Reviewol. 88, 537-558.

Litvak, Kate (2007), “The Impact of the Sarbanede®xAct on Non-US Companies Cross-Listed
in the US,”Journal of Corporate Finance/ol. 13, pp. 195-228.

Litvak, Kate (2009), The Relationship among U.S. Securities Laws, Ctdsting Premia, and Trading
Volume®, working paper, ahttp://ssrn.com/abstract=1443590

Mahoney, Paul (1997), “The Exchange as Regulatérginia Law Reviewvol. 83, 1453-1500.

Morey, Matthew, Aron Gottesman, Edward Baker andh Bxodridge, “Does Better Corporate
Governance Result in Higher Valuations in EmergMagrkets? Another Examination
Using a New Data SetJournal of Banking and Financeol. 33, 254-262.

Nenova, Tatiana (2003),“The Value of Corporate goémd Control Benefits: A Cross-Country
Analysis,” Journal of Financial Economi¢sol. 68, 325-351.

29



Nenova, Tatiana (2005),“Control Values and Chamgé3orporate Law in Brazil,Latin American
Business Reviewol. 6, 1-37.

OECD (Organisation for Economic Co-operation andvddgpment) (2004),Principles of
Corporate Governance

Romano, Roberta (2009), “Does the Sarbanes-Oxlely Have a Future?”Yale Journal on
Regulation vol. 26, 229-339.

Valadares, Sylvia Mourthe, and Ricardo P. C. L2&I00Q), “Ownership and Control Structure of
Brazilian = Companies,” Abante vol. 3(1), 29-56. Also available at
http://ssrn.com/abstract=213409

Wintoki, M. Babajide, James S. Linck and Jeffry Netter (2009), "Endogeneity and the Dynamics
of Corporate Governanceporking paperat http://ssrn.com/abstract=970986

Wurgler, Jeffrey (2000), “Financial Markets and thkocation of Capital,Journal of Financial
Economics, vol. 58, 187-214.

Yermack, David (1996), “Higher Market Valuation@bdmpanies with a Small Board of Directors”,
40 Journal of Financial Economict85-211.

30



Appendix A: Data, Indices and Methodology for Russ, India and Korea
A.1 —Datasets

For Korea and India we begin with the hand colléctiatasets and corporate
governance indices described in Black, Jang and Ri®06) and Balasubramanian, Black
and Khanna (2010), respectively. We collect adddl data on control variables to permit
the analyses in this study. For Russia corporatemance scores are based on corporate
governance indices prepared by others, as desanbBlick, Love and Rachinsky (2006).
Our datasets comprise 99 firms in Russia, 250 dwaland 495 in Korea. For India, we
have cross-sectional governance data for 2006; Kiorea, we have cross-sectional

governance data for 2001; for Russia, we have sargs data for 1999-2005.

A.2 —Indices

The Brazilian, Indian and Korean indices were camtséd following the same
general approach. All three indices include sulsesl for board structure, board
procedure, disclosure, and shareholder rights. latle the data to construct an ownership
structure subindex for India or a related partyngesctions subindex for Korea. The
elements of each subindex are similar, but vary wudifferences in legal rules, local
customs, and available data. Some examples:

() In Brazil common and preferred carry different tghrhe Brazilian index takes
into consideration the rights of each class of eharln contrast, non-voting
shares are not allowed in India or Korea, and dtewad only under
“grandfathering” rules for selected firms in Russia

(2) Brazilian law has unusual takeout rights, with eiéint rules for common and
preferred shares.

(3) India requires firms to have either 33% independdirectors plus an
independent board chair, or 50% outside directiea requires all public

companies to have 25% outside directors; Brazilnwasimilar rules.

(4) Brazil uses a fiscal board to accomplish much catdn audit committee might

achieve in other countries.

These differences create some issues of compaydbiiour study.
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The Russian index is a composite from six indicasmled by others, available for
different firms at different times. The underlyisgbindices do not map well onto the
Brazil, India, and Korea subindices, except fockisure. The Russian index is described
in Black, Love and Rachinsky (2006).

A.3— Methodology

Details on the India, Korea, and Russia countrglisgiare set forth in the respective
papers on each country. In brief, the Korea améhistudies use OLS with robust standard
errors and Tobin’s) measured at the year end following the governameasurement date
(2001 in Korea, 2006 in India; the Russia studysyssnel data with firm fixed effects over
1999-2005. To make indices comparable across gesnive normalize each index and
subindex to mean 0 and varianc&’ 1We use In(Tobin's)) as the dependent variable for
all countries; whether Tobin®is logged or not varies in the initial studies.e Wéllow the
original study on when to measure Tobig'¢relative to when one measures governance)

and whether to exclude or winsorize outliers.

The Table below lists control variables by countryhese variables are defined
similarly to Brazil (see Table 3) except as indécht The original studies provide more
precise variable definitions, including measuremeeriods and winsorization. There is
substantial overlap among the control variablesl useeach country. The more limited
controls in Russia and, to a lesser extent, Briiyjely reflect data availability. Also, not
every variable makes sense in every country. kamele, the ratio of preferred shares to
common shares is meaningful only in Brazil; theeotbountries have one share, one vote
structures. Business group membership is relemalytin India and Korea. And in Brazil
MCSI membership substantially overlaps with ADR ayn

" This normalization affects coefficients but matatistics. In the original studies, the Russiatices were
normalized; the India and Korea indices were nbke t-statistics and (normalization aside) coefficieints
Tables 7 and 8 are close to those reported inntlidual studies; explanations for the differences
available from the authors on request.
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Control variable Brazil India Korea Russia
Ln(assets) yes yes yes yes
Ln(years listed) not logged yes yes —
Debt/assets yes debt/equity debt/equity] yes
Sales growth yes yes yes yes
Net income/assets yes — — yes
EBIT/sales yes yes yes —
PPE/sales yes yes yes -
Share turnover yes yes yes -
Insider ownership yes yes yes -
Voting/common shares yes — - —
ADR dummy yes yes yes —
Industry dummies yes yes yes —
R&D/sales — yes yes —
Advertising/sales - yes yes —
Exports/sales - yes yes -
Capex/PPE — yes yes -
Market share - yes yes —
Foreign ownership - yes yes -
Business group dummy — yes yes —
MSCI index dummy — yes yes yes
bank dummy Sample excludes financial institutions  yes —
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Table 1. Corporate Governance Index: Elements an8ummary Statistics

Description and summary statistics for elementBdzil Corporate Governance IndeBGGI). Sample
consists of 66 private, nonfinancial Brazilian e firms which responded to the Brazil CG Surve9=®
and have sufficient financial data to compute T&binfor 2005 or 2006. All variables except Ow1-Owé ar
coded as 1 for yes; 0 for no; Ow1-Ow4 take valustgvben O and 1.

Label Variable Mean
Board Structure Index
Board independence subindex
Bdin.1 Board includes one or more independent tbirec 0.73
Bdin.2 Board has at least 30% independent directors 0.47
Bdin.3 Board has at least 50% independent directors 0.20
BdIin.4 CEO is NOT chairman of the board 0.71
Audit committee and fiscal board subindex
BdCm.1 Audit committee exists 0.14
BdCm.2 Permanent or near-permanent fiscal boastsexi 0.68
Company has either permanent fiscal board or @oditmittee which includes
BdCm3 ~~ ™ . 0.47
minority shareholder representative
Ownership Structure Index
Ow.1 Fraction of common shares held by largestestuider 0.60
1.5%((common shares/(total shares)-1/3) (under iBaazlaw the ratio of
Ow.2 common/total shares must bd/3 this formula ensures that the attainable va 0.34
of this element spans(0,1))
(1 — (% of voting shares held by largest owner)d®total shares held by largest
Ow.3 0.14
owner))
(((no. of members of control group, winsorized &} 41)/10). Number of
Ow.4 members of shareholder agreement, if any; othenmismber of 5% shareholde 0.21
who together hold 50% of common shares, or 11li(tbgether own < 50%)
Ow.5 firm has an outside 5% institutional investor 0.08
Board Procedure Index
Pr.1  firm had > 4 physical board meetings in lasiry 0.80
Pr.2  firm has system to evaluate CEO performance 0.38
Pr.3  firm has system to evaluate other executives 0.41
Pr.4  board receives materials in advance of meeting 0.95
Pr.5  firm has code of ethics 0.58
Pr.6  specific bylaw to govern board 0.56
Disclosure Index
Di.1 related party transactions disclosed to shadelns 0.67
Di.2 management has regular meetings with analysts 0.61
Di.3  firm discloses direct and indirect 5% holders 0.41
Di.4  firm discloses annual agenda of corporate &sven 0.42
Di.5 English language financial statements 0.48
Di.6 financial statements include statement of dhshs 0.64
Di.7  quarterly financial statements are consolidate 0.85
Di.8  Financial statements in IAS or US GAAP 0.30
Di.9  MD&A discussion in financial statements 0.83
Di.10 annual financial statements on firm website 0.70
Di.11 quarterly financial statements on firm websit 0.62
Di.12 auditor does not provide non-audit services 0.80
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Table 1. Corporate Governance Index: Elements an8ummary Statistics (continued)

Label Variable Mean
Related Party Index
Firm does not have loans to insiders, significatésto or purchases from
Rt.1 | . . 0.83
insiders, or rent real property to or from insiders
Rt.2 | Board must approve conflict of interest trarisa with controller 0.70
Rt 3 Non-interested directors must approve conflictnbéiest transaction with 012
‘ controller ‘
Rt.4 | Shareholders must approve conflict of intettestsaction with controller 0.12
Minority Shareholder Rights Index
Sh.1 | annual election of all directors 0.39
Sh.2 | minority shareholders elect a director 0.47
Sh.3 | freezeout offer to minority shareholders basedhares' economic value 0.15
Sh.4 | takeout rights on sale of control exceed legaimum 0.32
Sh.5 | arbitration of disputes with shareholders 0.07
Sh.6 | Firm has no authorized capital or providesmgive rights 0.80
Sh.7 | free floak 25% of total shares 0.65

Figure 1. Distribution of BCGI
Histogram of Brazil Corporate Governance IndBLGIl). Sample consists of 66 private, non-financiah§
which responded to the Brazil CG Survey 2005 ange hsufficient financial data to compute Tobimjor
2005 or 2006. Mean is 0.51, median is 0.50, aawddstrd deviation is 0.11.

Frequency

12—

10—

BCGI
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Table 2. Summary Information for Governance Index

Panel ADescriptive statistics for overall Brazil CorporaBovernance Index (BCGI) and its bubindices
(before normalization). Sample consists of 66 gtBy nonfinancial firms which responded to the Bras
Survey 2005 and have sufficient financial datadmpute Tobin'gy for 2005 or 2006.

Mean Std. Dev. Min. Max.

Board Structure Index 0.48 0.22 0.00 1.00
Board Independence 0.53 0.29 0.00 1.00
Audit Committee and Fiscal Board 0.48 0.22 0.00 1.00
Ownership Structure Index 0.51 0.16 0.18 1.00
Board Procedure Index 0.61 0.25 0.17 1.00
Disclosure Index 0.61 0.27 0.17 1.00
Related Party Index 0.44 0.17 0.00 1.00
Minority Shareholder Rights Index 0.41 0.21 0.00 1.00
Non-normalized sum of elements 20.41 5.53 11.05 30.88
BCGI (sum of subindices/6) 0.51 0.11 0.33 0.80

Panel BCorrelations among Brazil Corporate GovernanceXn@&GI) and subindices. Significant results
(at 5% or better) are shownlioldface

BCGI BS ow PR DI RP SH

BCGI 1 0.59 0.31 0.61 0.77 0.14 0.56
Subindex complement 0.32 0.07 0.29 0.50 -0.11 0.28
Board Structure (BS) 1 -0.09 0.24 0.31 -0.15 0.38
Ownership Structure (OW) 1 0.08 0.01 0.22 0.03
Board Procedure (PR) 1 0.51 -0.10 -0.09
Disclosure (DI) 1 -0.16 0.40
Related Party (RP) 1 -0.03
Minority Shareholder Rights (SH) 1
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Table 3. Nongovernance Variables

Description and summary statistics of nongovernamcmbles. Sample consists 66 private, nonfinancii
firms which responded to the Brazil CG Survey 2608 have sufficient financial data to compute Ttbin
for 2005 or 2006 (128 total observations). All adfes were measured at yesd values and, unless sta

averaged over the 2001-2004 period.

Panel A. Variable definitions

Computed as (book value of debt + market value awhroon an

Tobin’s q preferred shares)/(book value of assets)

Assets Total assets in millions of Brazilian Reais.
Leverage Total liabilities/(total assets), winsorized at 1
Years listed Number of years since original listing (as of 2006)

Sales growth

Arithmetic average growth

PPE/sales Ratio of property, plant and equipment to sales.
Net income/assets Ratio of net income to assets, winsorized at 0
EBIT/sales Ratio of earnings before income and taxes to salesorized at 0.

Share turnover

Common + preferred shares traded/(common + prefatiares)

Ownership

Percentage share ownership by largest shareh@eof 2004)

\oting parity

1.5*((common shares)/(common shares + preferrecesja/3) —as 0
2004

ADR dummy

1 if firm has issued ADRs in the US; 0 otherwises. of 2004

Industry dummy variables

8 industry dummies, plus residwaher category for total of 9 groups

Panel B. Summary Statistics

Variable Mean Median  Std. Dev. Minimum Maximum
Tobin's q 141 1.25 1.82 0.65 8.86
Ln(Tobin’s q) 0.34 0.23 0.60 -0.43 2.18
Ln(assets) 13.8 13.7 1.61 9.47 17.36
Leverage 0.31 0.30 0.26 0.00 1.07
Years listed (as of 2004) 23.9 25.0 13.7 2.00 63.0
Sales growth 0.23 0.21 0.11 0.03 0.62
PPE/sales 0.47 0.33 0.42 0.00 1.83
Net income/assets 0.09 0.06 0.13 0.00 0.62
EBIT/sales 0.12 0.09 0.10 0.00 0.59
Share turnover 0.17 0.11 0.22 0.00 1.31
Ownership 0.61 0.62 0.27 0.10 1.00
\/oting parity 0.49 0.57 0.24 0.00 1.00
ADR dummy 0.26 — 0.44 0.00 1.00
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Figure 2. Brazil Corporate Governance Index (BCGl)and Tobin’s q

Scatter plot oBCGI versus pooled values of In(Tobigsfrom year-ends 2005 and 2006. Sample is 128
year-firm observation of 66 firms.

" Ln (Tobin's q) =- 0.28 +1.30xBCGI (t=2.84)
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Table 4. Governance to Value: Brazil Corporate Gogrnance Index

Regressions dfi(Tobin'sq) on Brazil Corporate Governance Ind®&CGI) and control variablesTobin’s q
measured at year-ends 2005 and 2006 (Regressiand 2) or its average over those years (Regres3ion
equals book value of debt plus market value of comrand preferred shares divided by book value of
assetsAssetstotal assets in millions of Brazilian Realsverage Total liabilities divided by total assets,
winsorized at 1Years listedyears since original listing, as of 20(&ales Growtharithmetic sales growth
rate;PPE/salesratio of property, plant and equipment to saleBtT/SalesRatio of earnings before income
and taxes to sales, winsorized aSBare turnovernumber of common and preferred shares tradedetilvi
by total number of common and preferred shavieging parity 1.5*[(hnumber of common shares)/(number
of common shares plus preferred shares)-1/3], 2004; ADR dummydummy variable for cross-listing in
the US, as of 2004; ariddustry dummydummy for 9 industries. Unless stated, variablesaveraged over
2001-2004. Statisticsfin parentheses) use firm clusters (Regressiardl?2) or White's heteroskedasticity-
consistent standard errors (Regression 3)jsRverall for random effects and adjusted foreotregressions.
* ** and *** indicate significance levels at 10%%, and 1% levels (iholdface)

Dependent variable Ln(Tobin'sq)
Econometric method
Firm random Mean of 2005
effects Pooled OLS and 2006
1) 2 3)
Overall Index BCGI) 1.28 *** 1.16 ** 1.28 **
(2.77) (2.59) (2.56)
Ln(assets) -0.03 -0.03 -0.04
(0.75) (0.63) (0.76)
Leverage 0.54 ** 0.56 ** 0.54 **
(2.24) (2.24) (2.04)
Years listed -0.010 ** -0.011 ** -0.010 **
(2.18) (2.28) (2.02)
Sales growth 0.16 0.17 0.17
(0.38) (0.39) (0.36)
Net income/assets 2.53 rx* 251 wx 245 x**
(5.10) (4.97) (4.49)
EBIT/sales 0.96 ** 0.98 ** 0.93 **
(2.30) (2.37) (2.05)
PPE/sales 0.14 0.14 0.16
(0.85) (0.80) (0.83)
Share turnover -0.30 -0.29 -0.28
(-1.25) (1.22) (1.05)
Ownership 0.04 0.05 0.04
(0.28) (0.31) (0.22)
Voting/common shares 0.44 * 042 * 045 *
(1.81) (1.76) (1.67)
ADR dummy 0.02 0.02 0.03
(0.14) (0.10) (0.14)
Intercept and industry dummies Yes Yes Yes
Firm clusters, year dummies Yes yes n.a.
Number of observations 128 128 66
Number of firms 66 66 66
Overall R 0.75 0.75 0.79
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Table 5. Effect of Subindices

Firm random effects regressions lofTobin's g) on Brazil Corporate Governance subindices andrabn
variables. Column 1 represents 8 regressions, iaakiding one subindex at a time. Columns 2 andp®rt
one regression each including all subindices. Caldnrepresents 8 regressions containing each sebind
and its complement (the average of the other sidesyl Tobin’s q measured at year-ends 2005 and 2006
(Regressions 1 and 2) or its average over thoss yBagression 3) equals book value of debt plukeha
value of common and preferred shares divided bykha@iue of assetsissets total assets in millions of
Brazilian Reaisieverage Total liabilities divided by total assets, wingad at 1;Years listedyears since
original listing, as of 2006Sales Growtharithmetic sales growth rat@PE/salesratio of property, plant
and equipment to saleEBIT/Sales Ratio of earnings before income and taxes tossalénsorized at 0O;
Share turnovernumber of common and preferred shares tradedietivby total number of common and
preferred share&/oting parity 1.5*[(number of common shares)/(number of comrabares plus preferred
shares)-1/3], as of 200ADR dummydummy variable for cross-listing in the US, as2604; andndustry
dummy dummy for 9 industries. Unless stated, varialdes averaged over 2001-2004. Statisti¢g?
parentheses) obtained using firm clusters. *,and *** indicate significance levels at 10%, 5% dat%o
levels (in boldface).

Dependent variable Ln(Tobin’s q)
Specification SUb'nd'Ce.S All subindices together Subindex Index
one at a time complemen
Column (1) (2) 3) (4a) (4b)
-0.32 -0.60 *** -0.53* 1.68 ***
Board Structure 111) | (2.62) (1.99) (4.58)
. -0.18 -0.37 *** -0.17 1.15**
Board Independence sub-subindex (1.07) (2.56) (1.10) (2.47)
Audit Committee and Fiscal Board -0.43 -0.21 -0.04 1.06 ***
sub-subindex (0.21) (1.15) (0.21) (2.58)
Ownershin Structure 0.79 *** (.53 ** 0.53 ** 0.74 *** 0.72*
P (2.90) (2.50) (2.56) (2.67) (1.73)
0.46 ** 0.62 *** 0.61 *** 0.39 ** 0.81 **
Board Procedure 2.47) | (3.65) (3.55) (2.18) (2.01)

, 0.42 ** 0.02 0.01 0.25 0.99*
Disclosure 2.09) | (0.10) (0.07) (1.16) (1.92)
Related Part -0.19 -0.34 -0.35 -0.15 1.18 ***

y (0.54) (1.23) (1.32) (0.50) (2.96)

oo : 0.48 ** 0.58 *** 0.59 ** 0.39 ** 0.85 *
Minority Shareholder Rights (2.35) (3.12) (3.26) (1.97) (1.77)
Control variables yes Yes yes Yes
Intercept, year and industry
dummies yes Yes yes yes
Number of observations 128 128 128 128
Number of firms 66 66 66 66
Overall R - 0.80 0.80 —
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Table 6. What Matters in Corporate Governance fotWhich Firms?

Firm random effects regressions lo{Tobin's ) on Brazil Corporate Governance indices interastétti firm’s
characteristics dummies and control variables (mdefts omitted). For manufacturing row, colunt) ¢eports
coefficient onBCGI,from regression (based on Model (3)) that alstuthes non-manufacturing dummy, interaction
betweenBCGI and non-manufacturing dummy, and control variablgSolumn (2) is similar, regression also
includes index complement and its interaction witth-manufacturing dummy. Rows for other subsamples
similar. The “manufacturing minus nonmanufactutingw reports coefficient on interaction betweervgmance
and manufacturing dummy, from regression used fmm-manufacturing row. Regression equations foreioth
subsamples and subindices are simifabin’s q measured at year-ends 2005 and 2006 (Regressiamg 2) or its
average over those years (Regression 3) equals vedak of debt plus market value of common andgurefl
shares divided by book value of assétssetstotal assets in millions of Brazilian Realigverage Total liabilities
divided by total assets, winsorized at Ylears listed years since original listing, as of 2008ales Growth
arithmetic sales growth rat®&PE/sales ratio of property, plant and equipment to saléB]|T/Sales Ratio of
earnings before income and taxes to sales, wirenbar O0;Share turnovernumber of common and preferred shares
traded divided by total number of common and preférsharesVoting parity 1.5*[(number of common
shares)/(number of common shares plus preferre@shd/3], as of 200ADR dummydummy variable for cross-
listing in the US, as of 2004; arddustry dummydummy for 9 industries. Unless stated, varialales averaged
over 2001-2004. Sample includes 45 manufactunmb2d non-manufacturing firms. Sample splits faesgrowth
and profitability are at median. Statistic§n parentheses) use firm clusters. *, **, and tidicate significance
levels at 10%, 5%, and 1% levels (ialdface).

Dependent variable Ln(Tobin’s q)
1) (2) 3) (4) () (6) (1)
BCGI Board Ownershig Board Disclosure Related Sha_reholde
structure procedure party rights
Full Sample 1.2%*** -0.61*** 0.5§** 0.6{*** 0.07 -0.2¢ 0.5'{***
(2.75 (2.69) (2.42 (3.65' (0.34) (1.03) [(3.10
[ _ * = [4 N
Manufacturing firms 0.7~‘ 0.61 0.5:‘** 0.3\‘ 0.01 0.04 0.0F
(099 | (1.82) | (1.99 | (145 |(0.04) | (0.14) [(0.0L
N 2.37** | 0.0Z 0.94** 0.4z 0.8€*** | -0.8C 1.32 %%
Nonmanufacturing firms . . . .
(4.18 (0.09) (2.54 (1.22 (2.59) (1.55) (4.83
(manufacturing minus | -1.6%* -0.64 -0.37 -0.0¢ -0.87** 0.84 -1.32%**
{nonmanufacturing) (172 (1.31) | (0.84 (0.20 (2.06) (1.33) |(3.49
Large firms 0.7¢ -0.5¢ 0.62** -0.0'{ -0.2¢ -0.0¢ 0.3¢
(1.11 (1.19) (1.84 (0.25 (0.72) (0.17) (1.33
Small firms 2.0ex** | -0.4t* 0.91* 0.6¢*** 0.41 -0.2¢€ 0.3<
(2.83 (1.67) (2.17 (3.25 (1.36) (0.49) (1.30
(large minus small) -1.2¢ -0.1¢4 -0.2¢ -0.7¢** | -0.6€ 0.24 0.0€
9 (1.17 (0.23) | (0.52 (2.10 (1.58) (0.35) |(0.13
- C 7 - el 3
High-growth firms 2.1£:*** 0.3¢ 0.87*** 0.4{ 0.7z** | 0.1 0.5{**
(3.02 (0.85) (2.58) (1.48 (2.78) (0.29) (1.94
Low-growth firms 0.4¢€ -0.54 0.4z 0.32 -0.0¢ -0.2¢ 0.14
(0.71) (1.92) (0.90) | (1.44 (0.34) (0.63) |(0.57
(high-minus low- 1.72%* 0.1t 0.44 0.12 0.8C*** | 0.3¢ 0.4
|growth) (1.85 (0.85) (0.74 (0.33 (2.42) (0.69) (1.04
- C -
High-profitability firms 1.1?* 0.74** 1.0]‘** O.4F 0.1¢ 0.5C 0.4]‘
1.72 (2.30) | (2.30° (1.43 (0.68) (0.86) |(1.43
L 1.3 | -0.4Z 0.5¢* 0.3¢* 0.3C -0.0z 0.3:
Low-profitability firms | )11 | (146) | (1.88 | (165 | (1.25 |(0.08) |(1.20
(high- minus low- -0.11 -0.32** 0.4z 0.0z -0.11 -0.4¢ 0.0¢
|profitability) (0.12 (2.30) | (0.85 (0.05' (0.41) (0.86) |(1.43
No. of observations 12¢ 128 12¢ 12¢ 128 128 12¢
No of firms 66 66 6€ 66 66 66 66
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Table 7. What Matters in Corporate Governance acres Countries

Brazil: Firm random effects regressionsInfTobin'sg) on normalized corporate governance indices and
subindices as shownlndia and Korea: OLSregressions.Russia Firm-index fixed effects regressions.
All countries: Governance index and subindices are normalizeddan = Og = 1, control variables and
sample are as in original study. See appendixdmtrol variables in each country.. t-statisticsdzhon
White's heteroskedasticity-consistent standard rerrdor Brazil, firm clusters; for Russia, firm-ies
clusters) are in parentheses. *, ** and *** indie significance levels at 10%, 5%, and 1% levels.
Significant results (at 10% level) boldface

Dependent variable Ln(Tobinty

Country Russia Brazil India Korea Brazil India Kare
Overall Governance | 0.067*** 0.141** 0.104*** 0.0974***

Index (2.75) (2.77) (3.02) (6.39)

Subindices One at a time Together, as separate variables

0.072 0.074* 0.057** [-0.133** 0.0342 0.039***
(1.11)  (2.03) (3.66) (2.62) (0.88) (2.90
0.128%* 0.054** | 0.085** 0.046%*
(2.90) (4.23) (2.50) (3.93)
0.113* 0.0432 0.043** [0.1532* -0.001 0.006
(2.47)  (1.21) (3.08) (3.65) (0.03) (0.46
0.071** 0.114* 0.073* 0.0318*| 0.0055  0.0625 0.0267**

Board Structure

Ownership Structure

Board Procedure

Disclosure (221) (209  (1.87) (3.62) (0.10)  (1.49)  (3.06)
Related Party -0.0335 0.021 -0.0573 0.0177
Transactions (0.54) (0.60) (1.23) (0.51)

Minority Shareholder 0.1027** 0.065** 0.0346***]0.1247** 0.0846** 0.0144
Rights (2.35) (1.99) (3.16) (3.12) (2.46) (1.40
Control variables see Appendix for details see Ayopefor details

No. of observations 964 128 250 495 128 250 48pb
No of firms 99 66 250 495 66 250 485
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Table 8. Corporate Governance for Subsamples AcreCountries

Brazil: Firm random effects regressionslo{Tobin'sq) on normalized corporate governance indices and
subindices as showrndia and Korea: OLSregressionsRussia: Firm-index fixed effects regressions. All
countries: Governance index and subindices are al@d to mean = @& = 1, control variables and sample
are as in original study. See appendix for contratiables in each country. “Manufacturing firms”
regression includes corporate governance index;nmamufacturing dummy, interaction between corporate
governance index and non-manufacturing dummy, amwckral variables; “Non-Manufacturing Firms”
regression includes non-manufacturing dummy, cateogovernance index, and its interaction with non-
manufacturing dummy; regressions for each counthermwise use same specification as in Table 7.
Regression equations for other subsamples and diobfnare similar. Russia regression includes year
dummies. Sample includes 45 (21) manufacturingnfremufacturing firms) in Brazil; 348 (147) in Korea
151 (145) in India; and 106 (834) in Russia. Suipdas for size, growth, and profitability are splfttthe
country median. First row repeats overall indesuts from Table 7. t-statistics based on White's
heteroskedasticity-consistent standard errorsRfail, firm clusters;for Russia, firm-index clusi® are in
parentheses. *, ** and *** indicate significanlevels at 10%, 5%, and 1% levels (resultbatdface).

Set Brazil India Korea Russia

0.1408**  0.104***  0.097***  0.067***
(2.77) (3.02) (6.39) (2.75)
0.083 0.155***  (0.099*** -0.014
(0.99) (3.70) (5.26) (0.23)

0.262*** 0.024 0.094***  0.076***

Full Sample

Manufacturing firms

1 Non-manufacturing firms (4.18) (0.45) (4.87) (2.95)
(manufacturing minus -0.180* 0.131** 0.005 -0.090
nonmanufacturing) (1.72) (2.03) (0.20) (1.31)

: 0.088 0.037 0.113***  0.087***
Large firms 111) (072  (623)  (3.09)
2 Small firms 0.228***  0.163***  0.079*** 0.034

(2.83) (3.48) (2.83) (1.29)
-0.14 -0.127* 0.034 0.053*
(1.17) (1.84) (1.05) (1.71)
0.241%*  0.126*  0.081***  0.026
(3.02) (2.49) (4.91) (1.25)
0.051 0.082*  0.126"*  0.097*
(0.71) (1.88) (5.77) (3.37)
0.190* 0.044  -0.045** -0.071**
(1.85) (0.67) (2.00) (2.76)
0.143%*  0.160**  0.086***  0.050**
(2.64) (3.72) (4.72) (2.17)

(large minus small)

High-growth firms

3 Low-growth firms

(high- minus low-growth)

High-profitability firms

S 0.136 0.030 0.110***  0.092***
4 Low-profitability firms (1.53) (0.63) (5.52) (2.94)
(high- minus low- 0.007 0.130** -0.024 -0.042*
profitability) (0.08) (2.15) (1.00) (1.76)
Control variables See Appendix for details
No of observations 128 250 495 964
No. .of firms 66 250 495 99
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