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Abstract

We investigate how company-level corporate governance practices and coun-
try-level legal investor protection jointly affect company performance. We find that
in any legal regime a few specific governance practices improve performance.
Companies with good governance practices operating in stringent legal environ-
ments, however, show a valuation discount relative to similar companies operating
in flexible legal environments. At the same time, a stronger country-level regime
does not reduce the valuation discount of companies with weak governance
practices. Our analysis suggests a threshold level of country development above
which stringent regulation hurts the performance of well governed companies or
has a neutral effect for poorly governed companies.
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Corporate Governance and Regulation: Can There Be Too Much of a Good Thing?

Abstract
We investigate how company-level corporate govereapractices and country-level
legal investor protection jointly affect companyrfpemance. We find that in any legal
regime a few specific governance practices impre@ormance. Companies with good
governance practices operating in stringent legalirenments, however, show a
valuation discount relative to similar companiegmping in flexible legal environments.
At the same time, a stronger country-level regirnesdnot reduce the valuation discount
of companies with weak governance practices. Oalyais suggests a threshold level of
country development above which stringent regutatmrts the performance of well

governed companies or has a neutral effect forlpgoverned companies.

JEL Classifications: G34, G38, K22
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1. Introduction

In the wake of widespread multi-country corporadeegnance failures (e.g., Enron,
Tyco and Xerox in the US, Maxwell, BCCI, and Pdgck in the UK, Parmalat in Italy,
and Ahold in the Netherlands), critics have calledcompany law reforms and better
corporate governance practices. Some countries fesmonded with strict mandatory
regulations (e.g., the Sarbanes-Oxley Act in the), Uhereas other countries have
pursued more flexible, voluntary approaches to iggicdorporate governance practices
(e.g., the Cadbury recommendations in the UK). &hssuntry reforms, however, may
not represent optimal public policy design to addreorporate governance failures, but
rather be due to other forces, including regulatoapture and political economy
pressures. Consequently, country rules are notsesadf/ consistent with optimal
contracting and company value maximization. Thescbpf this paper is to empirically
investigate the effects of the interaction betweeunntry rules and company corporate
governance practices on performance to help pok&gars and researchers better
understand the optimality of various corporate goarce mechanisms.

Existing literature has typically investigated thgact of corporate governance from
either a country or a company viewpoint and posex duestion whether it is mostly
company- or country-level characteristics that @fecompanies’ corporate governance
choices and performance. There is much recent eegjdargely US-based, that supports
that more stringent corporate governance practeass to higher valuation and rates of

return (Gompers et al., 2003; Bebchuk et al., 2609)the country-level, La Porta et al.

! Studies for other countries (e.g., for the UK (Bafand McConnell, 2007; Dedman, 2003);
Korea (Black et al., 2006); Brazil (Nenova, 2008ye found similar results.



(1998) found that stronger legal regimes are aaseti with higher growth and
performance.

Recent studies, however, have highlighted thatetltoamn be a difference between
strong and optimal corporate governance: stringenporate governance, both at the
country and company level, can have ambiguous tsff@e performance and may not be
optimal for all corporations. For instance, Burkeirtal. (1997) show that requiring high
levels of shareholder monitoring and interventioaynandermine managerial initiatives,
like searching for new, profitable investment potge and reduce managers’ incentives to
exert effort, hence lowering returns and worseringipany valuatioA.Chhaochharia
and Grinstein (2007), Engel et al. (2007), and gh@®07) find that the adoption of the
Sarbanes-Oxley Act in the US hurt small companigsiformance, did not have
significant effects on companies with good corpmgdvernance practices in place, and
encouraged companies going private. This evidesceonsistent with the notion that
stringent regulation positively impacts companyf@enance only if the benefits of
higher standards exceed the costs, including beghdirect costs of implementing them

and any indirect negative effects due to more rogigporate structures.

% Similarly, Kose and Kedia (2006) show that theiropt corporate governance system for a
given economy depends on its financial and legatld@ment. Acharya and Volpin (2009) argue

that setting appropriate regulatory standards reguknowing the nature and extent of the

externality of the rule imposed and that regulatoay not have a relative advantage in acquiring
such knowledge. Boot et al. (2006) find that whemporate governance is extremely stringent
and leaves the manager little autonomy, the manegesiders corporate governance to be too
intrusive because it does not facilitates decistbas she believes are value maximizing, and this

consequently affects the company’s ownership mode.



On the other hand, Doidge et al. (2007) show thaintry characteristics and
financial globalization explain the largest fractioof the variance in governance
indicators and more than company-level charactesisio. However, they find some
evidence that company-specific variables are mufi@mative about governance choices
for companies from developed countries. They sugtied this arises because better
governance may reduce the cost of capital onlpmganies credibly commit to higher
governance standards. Because this commitmenst/coompanies in more developed
countries will benefit more from governance arrangats and will invest in higher
governance standards. Given the importance of lmathntry and company-level
corporate governance, studying their interactiams jaint impact for performance in a
financial and institutional developed setting isréfore an interesting question.

The Institutional Shareholder Services (ISS, nowkRietrics) dataset provides us
with a unique opportunity to investigate a compreiine set of corporate governance
characteristics for a large sample of companies feocross-section of countries. ISS’
coverage of companies and countries is very wigpraximately 5300 US companies
and 2400 non-US companies from 22 advanced ecosofiigestern and Northern
Europe, Canada, Singapore, Hong Kong, New Zeallamdhe period 2003 — 2005. The
ISS dataset provides detailed information on specrporate governance practices for
each company. Amongst others, it covers informatmm the composition and
independence of boards and committees, the levehafeholders’ involvement in the
company’s decisions, and corporate relationshipl thie auditors. We can combine this

information with country indicators on how instiutal and legal frameworks differ to



determine their impact on performance and whiclpa@te governance aspects matter
for performance.

We find that companies with higher corporate gosaoe standards and operating in
stringent legal environments show a valuation distoelative to companies with higher
governance standards and operating in more flexietgl environments. This is
consistent with the hypothesis that “over-monitgtirand absence of flexibility in
country regulations generate costs, harm managaii@tive, and lead to relative lower
returns and valuations. On the contrary, strongemntry-level investor protection does
not reduce the valuation discount of companies withak corporate governance
practices. These results suggest the existencettokahold level above which stronger
regulation has either negative effects for compautgomes (when the company is well
governed) or neutral effects (when the companyaly governed). In addition, we find
that board independence and the existence and andepce of board committees
positively affect company performance in any coynliegal regime, whereas less
entrenched boards and better governance transpammactices have a significant
performance impact only for companies operatinigwinvestor protection countries.

We also investigate the relationship between catgogovernance practices, legal
regimes and companies’ cost of capital to diffasgatbetween governance effects on the
efficiency by which companies are operated andptlesence of unexploited investment
opportunities. We find that, in line with the TolsnQ results, better company-level
corporate governance is associated with lower odstapital but stronger country
regulation is not, again suggesting that thereex@icit and implicit costs associated

with formal corporate governance requirements. \W@oge how companies commit to



higher corporate governance standards and findgiegtter financial development and
larger foreign ownership help spread good corpomgbeernance practices across
companies. Our results are robust using differemtrol variables, different statistical
techniques, samples of different company sizes tfier US, UK, and Japan), several
performance variables (Tobin’'s Q, return on assat&]l market to book ratio), and
different country indicators of legal protectiordanstitutional characteristics.

Our analysis complements and extends the existiagature on the associations
between company-level corporate governance, couagylation, and valuation (Durnev
and Kim, 2005; Klapper and Love, 2004; Durnev aadver, 2007; Dahya, Dimitrov and
McConnell, 2008), and on the relevance of compé#ewel corporate governance, which
has been shown to significantly differ accordingthe level of country development
(Doidge et al., 2007). The novel contribution of paper is to show that the relationships
between corporate governance and performance are nmmplex than the existing
literature has found. In fact, the effects of caogte governance practices and legal
regimes are the result of a complex system of rel@ed mechanisms. While some
shareholder-favorable company-level corporate gauere practices increase valuation
in any legal regime, strong legal investor protatinas a negative performance effect on
well-governed companies and a neutral effect onrlpgmverned ones. This has
important policy consequences since it suggestgégalations cannot be too stringent.

Two independent and contemporaneous cross-coufudies (Chhaochharia and
Laeven, 2009; Aggarwal et al., 2009) also use I&&.dIhey differ from ours, however,
in the focus of investigation, definition of corpt@ governance variables, and

methodology. Chhaochharia and Laeven (2009) foausthe independent effect on



company valuation of the governance attributes¢batpanies voluntarily chose to adopt
and find that adopted practices can add to compahyation. Aggarwal et al. (2009)
show how the gap in corporate governance practieeseen US and non-US companies
negatively affects performance and find that miyorshareholders benefit from
governance improvements at the expenses of cangathareholders. By taking into
account the joint interaction effects between coul@vel legal protection and company-
level corporate governance, we do not limit ourlgsia to the performance effects of
better corporate governance provisions, nor do ake tthe US as the corporate
governance benchmark, a more prudent approach dherwide differences in the
institutional characteristics and governance lawsvben the US and other countries.
Differently, our analysis explicitly disentangleset various corporate governance
mechanisms and analyzes their joint effect on pevdoce to understand the optimality
of different corporate governance combinations #radr non-monotonic relationships.
The above-mentioned studies, nevertheless, complemmer finding of the crucial
importance of company-level corporate governaneetjumes.

The paper is structured as follows. Section 2 dessrthe corporate governance
indicators and the financial data we use in outyama Section 3 describes the empirical
methodology and shows the results, while Secti@nha@ws the various robustness tests
we employ. Finally, Section 5 summarizes and catesu
2. Data and Cor porate Gover nance I ndicator s
2.1. Data on cor por ate gover nance practices

The corporate governance data we use come fromrthg voting agent ISS (since

acquired by RiskMetrics). The data report corporg@vernance information of



approximately 5300 US companies and 2400 non-USpeaarmes from Canada, Europe,
East Asia and Pacific and for the period 2003 -520e non-US companies ISS covers
are all large and belong to the main indexes of ttespective country stock markets.
The US coverage is wider as ISS also covers mid-samall-cap companies. Therefore,
to avoid over-sampling the US, we select a sub-$aofpgJS companies belonging to the
S&P500 index. This is consistent with the samplecdi®n for the other countries since
those companies also belong to their country madtex. The sample then reduces to
7078 total company-year observations.

Based on earlier work and theoretical analysis,caestruct three main corporate

governance practices indexes.

1. Board-Committee Index. Codes of best practices stress the importance of
committees as a corporate governance device. licylar, the presence of a
nomination, compensation, audit and governance dteenshould guarantee a
more transparent procedure for directors’ appointsjecompensation approval
and internal audit, respectively. We assign onentpdor each committee a
company has. The resultifpard-Committee Index ranges from 0 to 4.

2. Board-Entrenchment Index. We follow Bebchuk et al. (2009) who show thatyonl
some anti-takeover provisions matter for perforneaand we give one point each
if a company has no poison pills in place, if theatd is annually elected (no

staggered), if a majority is required for mergensd if a majority is required for



charter and bylaws amendments (no supermajcritfhe resulting Board-
Entrenchment Index ranges from O to 4.
3. Board-Independence Index. We construct a dummy that takes the value 1df th
board consists of a majority of independent memlasrsudged by ISS.
Additionally, we also create three further governance indexdsgtihia points a) for
strict independence of the nomination, compensadiuh audit committee<COmmittee-
Independence Index, ranging from 0 to 3); b) to the separation betwé&EO and
Chairman, board independence and presence of theefdCEO on the boardCEO-
Power Index, ranging from 0 to 3); and c) to the ratificatiohthe auditors at the most
recent annual meeting, if the fees are strictlyitafiegs, and if the CEO is not involved in
related party transactionBdard-Transparency Index, ranging from O to 3).
2.2 Data on country-level indicator of investor protection
Consistently with the existing literature, we calesi both de-jure and de-facto
aspects of investor protection. We do so by usingpmbination of two main legal
indexes: the La Porta et al. (1998) (LLSV) antedior index (as revised by Djankov et
al., 2008) and the International Country Risk GuiiigRG) Law and Order index. The
widely used LLSV anti-director index consists ofx ssub-indexes capturing the
possibility of voting by mail and of depositing sés, aspects of cumulative voting,
oppressed minority, preemptive rights, and the guaege of share capital to call a
meeting. The LLSV index captures only de-jure ragah since it does not control for
the level of regulatory enforcement. The ICRG Lavd ®rder index assesses both the

legal system and the de-facto law and order t@ditif a country. For the ICRG index,

® Differently from Bebchuk et al. (2009), we do naive data on golden parachutes and on

charter and bylaws separately.



we take the average over the three years 2003-20@5normalize these indexes to a
scale from 0 to 1 and we sum them to constructinkestor Protection Index, so as to
combine de-jure and de-facto aspects of investoteption (as also used by Atanassov
and Kim, 2009).

2.3 SJummary statistics

Of the total 7078 observations in the ISS datasetexclude financial companies,
companies from countries with no LLSV index or fehich we have only one year of
observations. We are then left with a total of 5&®mpany-year observations in 23
countries for which we have a complete set of mfation in terms of the existence and
independence of board committee®odrd-Committee Index and Committee-
Independence Index). We progressively lose observations in the cotibn of the other
corporate governance indicators. In particular]oge 228 observations in the creation of
the Board-Entrenchment Index, 750 for theBoard-Independence Index, 2348 for the
CEO-Power Index, and 2829 for th8oard-Transparency Index.*

Table 1 reports summary statistics of the goveraamdicators and the differences in
corporate governance regimes and practices acoasgres. Ireland scores the highest
(2) in thelnvestor Protection Index, followed by the UK (1.97) and Singapore (1.89).
Greece and ltaly are at the bottom of the rankingg). On average, US companies tend
to have all four board committedBoard-Committee Index = 3.94), similarly to Canadian
companiesBoard-Committee Index = 3.82). At the bottom in terms of board commitee

we find Danish Board-Committee Index = 0.11) and Austrian companie8o@rd-

* Among others, we have very limited informationtba level of board independence of Austrian
companies (5 observations), and the separatidmeafadies between the Chairman and the CEO in

Japan (3 observations), Portugal (3 observatiams) Spain (5 observations).
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Committee Index = 0.31). Danish companies stand out also for theermce of
independent committee€gdmmittee-1ndependence Index = 0), whereas USCpommittee-
Independence Index = 2.66) and CanadianCémmittee-Independence Index = 1.97)
companies score again well above the sample avéitagg). Companies in Hong Kong
(Board-Entrenchment Index = 2.06) tend to give more power to shareholderseims of
board independence, Italian and Japanese companieshe lowest on the two corporate
governance indicatorsBéard-Independence Index, CEO-Power Index). There is not
much variation in th&oard-Transparency Index across countries.

Table 2 shows the percentages of incidence of capa@overnance provisions for
the three main indicators. For tBeard-Committee Index indicator, it shows that most
companies have an audit committee (83%), in roubhlfyof cases do companies have a
nomination committee (52%), and only 31% of comparhiave a governance committee.
The absence of poison pills (80%) clearly stands ami the driver of theBoard-
Entrenchment Index, whereas in only very few cases (10%) a simpleortgjis required
to amend the company charters/bylaws. Roughlydfdalie companies have a majority of
independent board members (46%). Table 2 also shloavoverlap (or lack thereof)
between country-level requirements and the mairparate governance practices. It
shows that, in countries willmvestor Protection Index lower than 1.7 (the median), most
companies have all board committees (20.45%) andihdependent board (26.85%).
However, companies in countries with high (aboweerttedian)nvestor Protection Index
tend to have only one board committee (25.7%) andtandependent board (46.33%).
There is thus no clear and monotonic relationshgbwben country-level investor

protection and the existence of board committeetependently of country-level regime,



11

most companies have a loRBoard-Entrenchment Index (O or 1), again showing no
straightforward relationship between corporate goaece practices and country-level
legal protection.

2.4 Financial data

For US companies financial data are obtained fradMBUSTAT, whereas for non-
US companies we use Worldscope data. Raw statetecpresented in Table 3. We use
Tobin’s Q as our main performance measure. As ifPbda et al. (2002), Doidge et al.
(2004), and Durnev and Kim (2005), we define Tobi@ as the ratio of total assets plus
market value of equity less book value of equitygraotal assets. The average Tobin’'s Q
of the companies in our sample is 1.66. In robwsstriests, we also use the Return on
Assets (ROA) and the Market to Book ratio, whereAR® defined as the ratio of
earnings before interests, taxes, depreciation andrtization (EBITDA) to the book
value of assets. The average ROA and Market to Babé in our sample are 0.06 and
2.94, respectively. The companies in the samplegarerally large, with average total
assets of $US10 billion and average total sal&J&7.9 billion.

We additionally use the logarithm of sales, theioratf property, plants and
equipments to sales, the 1-year growth of salesratio of capital expenditures to sales,
the ratio of total debt to common equity, and a cwyADR equal to 1 if the company
has American Depository Receipts traded.

3. Corporate gover nance, investor protection and performance

3.1 The base model

® We drop observations with negative values for comraquity. We also winsorize at the 1%
and 99% percentile Tobin’s Q, market-to-book ragimwth of sales, capital expenditures to sales

ratio, and debt to equity ratio to limit the effedf outliers.
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To capture the associations of country and comggwernance with performance,
we regress Tobin’s Q on the indicators of compamsesporate governance and the
strength of the countries’ legal environment, whatentrolling for industry, time, and
other company characteristics. To analyze diffegena valuation and to allow for the
possible existence of non-monotonic relationship®reg the various combinations of
country and company-level corporate governance,diwale companies according to
their level of country- and company-level of cor@r governance, i.e., above or below
the respective medians. We thus create four graxgmpanies with both high (above the
median) levels of country investor protection andhpany corporate governandeikii);
companies with high country investor protection lmwt (below the median) company
corporate governanceHiLo); vice versa I(oHi); and companies with low country
investor protection and company corporate govemdat o).

Besides bivariate analyses, we use a panel regresgiproach to investigate the
associations between corporate governance and rpenfice. As common in this
literature (Durnev and Kim, 2005; Doidge et al. 020 Dahya et al., 2008), we use
country random effects because the investor pioteaxplanatory variables have no
within-country variation, thus precluding the usk country fixed effects. Also, our
sample is a sub-sample of the total populationamhganies within each country and a
random effects specification is thus preferred €arel997). Furthermore, the Breusch-
Pagan (1980) test suggests the presence of unedseountry level heterogeneity. We
do not use company fixed effects, as in Gomperal.e2003), because we have little

variation in the corporate governance indicatorsr dkie time period.
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We thus conduct the following country random efectgression (with 2-digits SIC
code industry dummies interacted with time dummigs reduce unobserved

heterogeneity):

YS =a+ B, Hi°Hif, + B, Hi°Lo/, + B, Lo°Lof, + (Firm controls ), + &7, (1)

it

whereY is Tobin’s Q, andHiHi, HiLo, LoLo are dummy variables equal to 1 depending
on the specific combination of country legal prdiat and company levels of corporate
governance. The country-level split is based on2Beountries’ median level of the
Investor Protection Index and the company-level governance splits are basethe
overall sample medians of the corporate governammbkcators. The estimated

coefficientsg, 5,, B, provide the differences in performance, all coregato the base

case, i.e., companies with low country investortgetion and high company corporate
governancel(oHi).

We control for the variables usually found to bescasated with performance, i.e.,
size, tangibility of assets, and cross-listing, \idrich we use respectively the logarithm
of sales, the ratio of property, plants, and eqeipirio sales, and whether the company
has ADRs tradefl.Standard errors are clustered at the country leveleal with this
source of possible correlation.

3.2 Bivariate Analysis

® We use sales rather than assets because thegsaraflected by diversion, manipulation, and
different accounting rules; however, our results esbust to the use of the logarithm of total
assets. Companies operating with more fixed assatsfind it less necessary to adopt stricter
governance mechanisms since they may have lesg $oomisuse assets (Klapper and Love,
2004).Much evidence suggests that companies cross-l®tedS exchanges are valued higher
(Doidge et al., 2004; Coffee, 2002).
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Table 4provides an initial assessment of the associatiehseen investor protection
(Investor Protection Index), the three main corporate governance indicat8ar(-
Committee Index, Board-Entrenchment Index, and Board-Independence Index) and
performance (Tobin’s Q). For a given country regimmempanies with high corporate
governance practices always have higher Tobin'ea@ tompanies with low corporate
governance practices. On the contrary, companiesoimtries with high investor
protection do not have higher Tobin's Q than congsim countries with low investor
protection. For example, in case Bbard-Committee Index, when both country legal
protection and company corporate governance ark, igmpanies do not have the
highest average Tobin’s Q (1.70). Rather, compaimesrporated in a country with
relatively low investor protection level and witlihgh Board-Committee Index have on
average the highest Tobin's Q (2.03). Surprisintfig, governance combinatiddoard-
Committee Index LOW and Investor Protection Index HIGH is not associated with a
higher average Tobin’s Q (1.42) than the combimeBoard-Committee Index LOW and
Investor Protection Index LOW (1.53). This evidence is confirmed usiigpard-
Entrenchment Index and Board-Independence Index as company-level indicators. We
next check whether such associations still holdhirtivariate analyses, controlling for
other company characteristics.

3.3 Multivariate analysis: the base test

Table 5, columns l.a, ll.a, lll.a, show the resultshe associations between the three
main corporate governance combinatioBsaf d-Committee Index, Board-Entrenchment
Index, and Board-Independence Index), the Investor Protection Index, and Tobin's Q

estimated using equation (1). Relative to the lms® Lo country investor protection
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and Hi company governance practices), all other comlmnati have statistically
significant lower Tobin's Q, with the differenceitg the highest for the combinatidfi
country investor protection regime abd company practicesf, ranging from -0.72 to -

0.76, depending on the corporate governance mega¥uecobtain similar results also for
the additional corporate governance indicators slobwn in Table 5 Gommittee-
Independence Index, CEO-Power Index, andBoard-Transparency Index).

The group of companies withli country investor protection anHi company
corporate governance practices has a discount bet@®1 and 0.68 (depending on the
specification used) compared to the base cade @ountry investor protection artdi
company corporate governance practices. This stgytfest a strong board coupled with
stringent country legal investor protection is netessarily optimal.

The coefficientsf, of the combination when both country investor ectibn and
company practices ate are between -0.47 and -0.62, not very differeotnfthose for
the combinationHi country investor protection regime witho company practices.
Indeed, the differences between the coefficigfifsand 5, are not statistically different
for any corporate governance indicator. This latkacsignificant difference between
these two groups suggests that stronger countel-lavestor protection does not reduce
the valuation discount of companies with weak corfggovernance practices.

In terms of specific company practice8, is negative for all corporate governance

indexes andg, is statistically higher thanB, for the Board-Committee Index (column

l.a), Board-Independence Index (column Ill.a), and Committee-Independence Index
(result not shown), but not for ti@®oard-Entrenchment Index (column 1l.a),CEO-Power

Index, and Board-Transparency Index (results not shown). This suggests that the
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existence and independence of board committeesaanthdependent board impact
performance regardless of the levEli (or Lo) of country investor protection. On the
contrary, less entrenched boards and better goveenansparency impact company
performance positively only in countries with lowuntry investor protection. The fact
that the F-test does not reject the hypothesis qufake coefficients for theBoard-
Entrenchment Index could be because the impact of boards on managemgrenchment
varies across countries given differences in owmprstructures. In other words, the US
evidence documented by Bebchuk et al. (2009) do¢secessarily translate to other
countries.

In summary, the results of Table 5 show that thel@oationLo country investor
protection andHi company governance practices has the highest BoQinfollowed by
the combinatiorHi country investor protection arttl company practices. This shows the
benefits of having better corporate governance tipes at the company-level, and
specifically independent boards with many comm#teegardless of the country legal
regime Hi or Lo). On the other hand, there can be overregulatftects when both
company and country-level corporate governance sareng, negatively impacting
valuation. Companies in the growm country investor protection ando company
practices and in the grough country investor protection arldb company practices are
the worst performers, highlighting the negativef@enance effects of weak company-
level corporate governance. Since there is nostital difference between these two
governance combinations, this result also sugdpedf f companies tend to converge to
low corporate governance standards, stricter cgdetel investor protection does not

alleviate the negative performance discount. Thesealts highlight the existence of a
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threshold effect at high levels of country develegminbeyond which country legal
regulation has little (when company-level goverrears poor) or even negative effects
(when companies have high governance standards).
4. Robustness checks and extensions

We perform several robustness checks to confirrh b significance of our results
and their economic impact, focusing on the follayvespects: 1) control variables and
performance measures; 2) cost of capital effec@naalternative dependent variable; 3)
total and incremental impact on performance; 4)ntgudeterminants of company-level
corporate governance; and 5) corporate governacgitry and company attributes. In
subsection 4.6 we discuss the endogeneity probléenteport results in Tables 5-9, with
only the main corporate governance indexes repdotespace reasons.
4.1 Control variables and performance measures

It is possible that the positive valuation effeeflects not improved investment
efficiency due to better corporate governance, bampany’s growth or future
opportunities not due to corporate governance dmek @ompany-specific characteristics.
We cannot use company fixed effects because tiseteoi little variation in the time

period studied. We therefore add several contrables that capture company-specific

" This evidence though needs to be placed in costese the countries considered in our sample
have relative high levels of legal investor pratticompared to many emerging markets and
developing countries. The average LLSV index fargsample of companies is 0.73, compared to
0.62 for their sample of developing and emergingntoes. While for our sample of advanced
countries it is the corporate governance at thepemy-level that matters most, it might well be
that increases in country legal protection arectiffe in increasing performance for companies
from other countries, where the issue of exprojuiadf minority shareholders is more serious

(as other literature indeed suggests).
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characteristics to check that our valuation resats not driven by these omitted
variables. Specifically, we include in equation (g following three extra company-
level variables: the one-year growth of sales tatr@d for growth opportunities; the ratio
of debt to equity to control for leverage and degoé debt financiers’ monitoring; and
the ratio of capital expenditures to sales to @dritr investment opportunities. Table 5
(columns Lb, Il.b, lll.b) reports the regressiasults with theBoard-Committee Index,
Board-Entrenchment Index, andBoard-Independence Index (we find similar results for
the other corporate governance practices indexHsg results confirm the earlier
evidence: companies with poor corporate governgmreetices are lower valued and
differences in legal regime do not reduce the distdor these companies; and for
companies with strong corporate governance pragteetricter regime can increase the
discount. For th&oard-Entrenchment Index, the F-test cannot again reject equality of the
B, andp; coefficients.

Ownership structures could also affect valuationcalumns I.c, Il.c, lll.c, we add a
proxy for block ownership, defined as closely helihres (shares held by insiders,
corporation, pension funds and individuals who held or more of share outstanding,
obtained from Worldscope). Results are confirmed.

When we use ROA as a performance measure instebmbof’s Q (columns I.d, 11.d,
lll.d), the three dummies are still negative arghgicant at the 1% or 5% level and the
relative comparisons are still valid (as well as tlee additional governance indicators,

not reported§.

& Our results are also robust to the following teajsinclusion of financial companies; b) use of
two alternative country-level indicators of inveasiarotection, constructed as the sum of the
ICRG, LLSV, and Djankov et al. (2008) anti self-tleg indexes, and the product of the ICRG
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4.2 Cost of capital effects

The previous evidence of a non-monotonic relatignsbetween corporate
governance and valuation is based on Tobin’s Quasnain valuation measure. We next
explore how different corporate governance mechasidirectly affect companies’ cost
of equity capital. Well-functioning legal systemsda better corporate governance
practices should make easier for companies to eigernal capital and decrease their
cost of capital. This will then be reflected in ey valuation (La Porta et al., 1998;
Lombardo and Pagano, 2002; Hail and Leuz, 2005)tiWeefore use the cost of capital
as another measure of the implications of differmrporate governance practices and
legal protectior.

Prior research suggests that it is difficult to mea the cost of equity capital, with
various proxies each having different advantagesdrawbacks. We start with the price
to earnings (PE) ratio as a simple measure of tisé af equity capital, controlling for
past and expected future growth. We also use amnalive approach based on the

methodology in Easton (2004) that estimates theamte rate of return implied in

and the LLSV indexes, respectively. The correlati@tween these two alternative indexes and
theInvestor Protection Index is 0.90 and 0.98, and the three indexes leadiesiresults; c) use

of an overall corporate governance index, congichs the sum of each company-level
indicators; d) use of a smaller subset of US, UKJ dapanese companies, specifically those
companies with above median market capitalizat®nsubstituting the missing data on the
Chairman-CEO separation for Japanese companieszetith f) use of the market-to-book ratio
instead of Tobin’s Q, and without winsorizing thetle@r values of Tobin's Q; g) use of only
2005 ISS data or their average over 2003 to 20PEedression estimation as a linear function of
the strength of the countries’ legal regime, comypeorporate governance practices and their
interaction.

° We thank the editor and an anonymous refereeufggessting this alternative specification.
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contemporaneous stock price and analyst forecdat @ais approach has been widely
used (see Hail and Leuz (2005) for an extensiveudson) and is an attempt to separate
cash flow (or growth) effects from cost of capieffects. It does require explicit
estimates about company’s future growth in dividgerpecifically, the Easton (2004)
model assumes that earnings persist in perpetByyentering the market price and
analyst forecasts into the dividend discount vatuma¢quation, one can then back out the
cost of capital as the internal rate of return #ngiates the current stock price with the
present value of expected future earnings. Thes aareturn is then the ex-ante estimate
of cost of equity capital, which controls for marlexpectations about company future
growth°

Table 6 shows the results for the three main catpagovernance indicators using the
PE ratio (columns I, Il, and Ill) and the Eastor0§2) modified PE Growth ratio
(columns 1V, V, and VI) instead in equation (1). Viiad that companies with the
governance combinatioho country investor protection andHi company corporate
governance have the lowest cost of capital. Conggaini the grougdi country investor
protection andHi company corporate governance have a higher casipfal compared

to companies in the groupo country investor protection andi company corporate

1% Following Easton (2004), the implied cost of capis estimated from the following modified
price-earnings growth ratioP = (X, +r Bﬁm —%.,,)/1?, whereP is the market price of a

company’s stock at date K,, ;Is the expected future earnings per share (EP8pube mean

I/B/E/S forecast, anaﬂmis the expected future net dividends per shareel@firom the dividend

payout ratio times the earnings per share fore@ds.implied cost of capital is the internal rate
of returnr that solves this equation. Due to fewer stockrretand EPS data in Datastream, we

lose some observations and we are left with a maxirof 3791 cost of capital estimates.
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governance. This shows that stronger regulatiompleouwith high corporate governance
practices increases the risk premium demandedv®siars, which in turn is reflected in
lower valuation, suggesting that this governancenlwoation leads to inefficient
investments. The tests of the differences in theffiment estimates also confirm the
previous Tobin’'s Q results about the impact of sowwmmpany-level corporate
governance (existence and independence of boardhitteas and board independence)
in any country legal regime.
4.3 Total and incremental effects on performance

So far, we have considered country and corporatergance practices throughe
four combinations oHi andLo company-level and country-level indexes. To confin@a
incremental effect of higher country-level invespootection on company performance,

we run the following alternative regression:

Y;{ =a+ g, OnvestorProtectiorindexX + S, [nvestorProtectiorindex [Hi’, +y; THi, @

+(Firmcontrols);, + &,

where Y is Tobin’'s Q, Investor Protection Index is the country-level legal regime
indicator, andHi is a dummy equal to 1 if the company-level corf®rgovernance
indicator is above the median, and O otherwise. ddedficient 5, indicates the investor
protection effect for companies with low,.d), i.e., below the median, corporate
governance practices. The coefficiefit indicates the incremental valuation effect for
companies with highHi) corporate governance practidGedhe sum of the coefficients
B, + G, indicates theotal effect of country-level investor protection on foemance for
highly-governed companiedi), for the corporate governance practicé=inally, the

coefficient y; provides a test whether the performance of congsaaidopting high
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standards of corporate governance practices igrdift from that of companies with
weak practices. Regression results are reportedainie 7, where we run separate
regressions for each corporate governance praatice for all corporate governance
practices combined.

We find thatlnvestor Protection Index is not significantly related to valuation when
company-level corporate governance is weak for a@inyhe three indexes. This once
again confirms that country-level investor protegtidoes not explain the relationship
between weak company-level corporate governancetipea and valuation. The
incremental effects of investor protection on T&bi@ for companies with high corporate
governance practicesfg, f;, [,), however, are always negative and significant,
whereas they, coefficients for these same corporate governamaetipes are always
significantly positive. The total effect of countmvestor protection on Tobin's Q for
companies with high corporate governance stand@fls5,, B, +05;, B, +B5,) is
always negative and significantly different front@eThe only exception is in column V
where the total country legal effegB(+ 5;) for theBoard-Entrenchment Index ceases to
be significant, but entrenched boards still lowabifi’'s Q for firms operating in low
investor protection regimes.

In terms of economic impact and using the regressesults of column V, the effect
on Tobin’'s Q of one standard deviation increaselnmestor Protection Index is

0.26*(5,+ B, Board-Committee Index Hi +8, Board-Entrenchment Index Hi +

B,Board-Independence Index), which can be positiveegative. Still, for companies

with good corporate governance practices, the &ffe¢ stronger legal regimes are

negative. For companies witBoard-Committee Index above the median, for example,
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one standard deviation is associated with a deen@aSobin’s Q of 0.0624 (3.7% of the
average). For companies with also an independeatdbohe decrease in Tobin's Q is
0.24 (14% of the average).

4.4 Country determinants of company-level corporate governance

We did not include country-fixed effects in equatid) since there is too little time-
variation in the country-level (and company-levaljicators. The Breusch-Pagan (1980)
test also does not suggest the need for such &Kedts. This, however, may introduce
an omitted variable problem. Although we alreadytod for the effects on companies’
valuation ofde facto andde jure legal institutional investor protection, the difaces in
the regression results between the various grotigerapanies could still be driven by
other country characteristics associated with congsa valuation. We therefore now
augment regression (1) with various other aspects countries’ institutional
characteristics that have been found to be assaociaith companies’ performance and
growth. Since these other institutional countryrelteristics can be correlated with our
indicators of company- and country-level corporagevernance, the estimated
coefficients have to be interpreted with cautioowdver, including them still serves as a
robustness test.

For the choice of country variables, we follow fiterature on finance and growth
(see Levine, 2005). It has been found that cowtngh a higher degree of financial
development, greater liquidity in their stock mdrklwer economic risk, and less
corruption within their political system, attracbne investment, have higher growth and

higher valuation. We therefore include the ratiostdck market capitalization to GDP
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and the stock market turnover ratio (Beck et &10®, the ICRG Economic Risk Rating,
and the ICRG Corruption Indices.

The accounting regime has been found to be anath@srtant aspect of countries’
institutional environment. Studies (Ball et al.03Q Leuz et al., 2003) have found that the
quality of corporations’ financial reporting depsndn underlying economic, political,
and institutional factors influencing managers’ asaditors’ incentives, and not on
accounting standards per se. These papers also #iawinvestor protection is a
fundamental determinant of earnings managementranduality of reporting standards
across countries. Since we already include invegtaotection variables in our
regressions, we can thus be less concerned thaesuits are biased by differences in
accounting standards. Nevertheless, we do inclhée Barnings Management Index
constructed by Leuz et al. (2003) that capturesomardimensions along which insiders
can exercise their discretion to manage reporteuregs.

Table 8 shows that our previous results are rotmughe inclusion of these country
institutional indicators. Each cell shows the cm#fht estimates for separate regressions
of the base specification (1) with the inclusiontlé respective country indicator. As
expected, the level of stock market development hgdidity are positively and
significantly associated with higher company vahluat but the effects of company and
country corporate governance remain similar. Weo dlad that the perception of
economic risk of a country is not a significantetatinant of company valuation, and
that less corruption and fewer incentives to misgepnt company performance through
earnings managements are associated with higheati@. Importantly, the evidence on

the negative effects of strong regulation and theitwe impact of some corporate
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governance practices (board committees and indepeeyl under any country legal
regime are all confirmed, even when including thes@ous institutional factors.
4.5 Corporate governance, country and company attributes

The results so far show that country investor mtoxde has either a negative or no
impact on performance, whereas company-level catpayovernance matters under any
country regime. This raises the question of how mames can commit to higher
corporate governance standards given country clegistecs.

Theory suggests that companies with investment ippities and needing access to
capital markets have greater incentives to spendcanporate governance. Indeed,
Durnev and Kim (2005) and Doidge et al. (2007) shbat growth opportunities and
dependence on external finance can explain comleu@y- corporate governance
practices. Ownership structures can matter as Wwetlin ambiguous ways: companies
with greater concentration of ownership may invaeste (Durnev and Kim, 2005) or less
(Doidge et al., 2007) in costly governance prastid®ur measure of external finance
dependence is estimated as the projected needifside capital (the difference between
the company’s actual growth rate and its sustamgbbwth) similar to Demirguc-Kunt
and Maksimovic (1998). We obtain from Worldscop&adan closely held shares, defined
as shares held by insiders, corporation, pensiadsftand individuals who hold 5% or
more of shares outstanding. We use size as a pfaxyhe ability to incur overall
corporate governance costs.

We also investigate whether some country charatiesi may have affected the
spread of good corporate governance across congpddyek (2001) argues that foreign

investors are a source of better governance arehjgerformance. For instance, Durnev
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and Kim (2007) study the case of the Korean compdaga Bank and find that its
corporate governance has improved following thé/aanhonitoring and intervention of
the foreign block-owner participation. Becht et §009) also show governance
improvements following the presence of active shalders. We use the percentage of all
companies’ free float that is held by U.S. investobtained from the U.S. Treasury
Department as our foreign investment proxy. U.Segtors comprise about half of all
foreign portfolio invested worldwide and it is tieérre a good proxy to measure the level
of foreign investment (Leuz et al., 2009fock market development has also been found to
explain differences in corporate governance choi@sidge et al., 2007); we therefore
include the ratio of stock value traded to GDP wigtd from the World Bank WDI Database.
Finally, we uselnvestor Protection Index to analyze how legal protection affects the
company’s corporate governance choices.

We then perform the following country random effeceégressions with time and

industry dummies:

CGf, = a + B(Company Characteristics);, + y(Country Characteri stics); + &, 3)

where CG are our corporate governance indicatdrs; company characteristics are
proxies for investment opportunities (sales growéxternal financing dependence, size
(logarithm of sales), and ownership; the countrialdes are legal protectiomnfestor
Protection Index), US foreign ownership, and stock market develapm@® GDP.
Regression (3) is run with industry dummies integdcwith time dummies to reduce
unobserved heterogeneity and the standard errersaamtry clustered adjusted. As in

Durnev and Kim (2005), we do not include ownerstin financial dependence in the
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same regression, and we add the square of ownéoshgzount for possible nonlinearity
between ownership concentration and corporate ganee.

Table 9 shows the results. Companies with growthodpnities and those more
dependent on external financing have multiple boemdhmittees (column l.a) and
independent boards (column lll.a). These resuktiscansistent with the evidence found
in Durnev and Kim (2005) and Klapper and Love (20@04at better governance is
particularly valuable for companies intending tseafunds, and with the evidence found
in Doidge et al. (2007) that company charactessiiatter more with greater economic
and financial development. Greater ownership cotnagon leads to less investment in
corporate governance (columns I.b and Illl.b), atifey the desire to enhance a
controlling shareholder’s ability to expropriate nority shareholders (La Porta et al.,
2002; Shleifer and Wolfenzon, 2002; Doidge et 2007). The evidence on the other
governance indicatorB0ard-Entrenchment Index, columns Il;CEO-Power Index, and
Board-Transparency Index, not reported) is less clear and suggests thatangpany-
level characteristics we consider explain little thie differences in the level of
entrenchment or transparency.

The evidence on the impact of country charactesss clear: legal protection is not a
significant determinant of corporate governanceoiar sample of countries (columns c),
which supports our previous results and the evidendoidge et al. (2007) that legal
protection is a less important determinant beyon@\selopment threshold, which is met
in this sample. Interestingly, higher stock mar#tetelopment is correlated with a larger
number of board committees (column l.d), whereampamies operating in countries

with higher foreign ownership concentration haveorsger and independent boards
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(columns l.e and lll.e). Once again, the evidenoehe Board-Entrenchment Index is
inconclusive.

When analyzing the subsample of companies operatitess stringent legal regimes
(Investor Protection Index below the median) (columns f and g), our resufisws that
stock market development is associated with bo#rds have more committees, less
entrenchment and higher independence, whereagyfominership is associated with
greater board independence. This evidence suggestsfinancial development and
global investments may have spread good corpoi@tergance practices in companies
incorporated in advanced economies, even in theeeating in an environment with
more flexible regulation.

4.6 Endogeneity

An important caveat of our results is the possibledogeneity of corporate
governance practices. If corporate governanceterméned by a company’s contracting
environment, then the governance-performance reigresould spuriously pick up the
effect of unobserved factors causing both govemaaad profitability (Hermalin and
Weisbach, 2003). For instance, a company with itnvest opportunities and large
external financing needs has more incentives tgtaletter governance practices, thus
inducing a positive correlation between governaame performance. Similarly, country
characteristics (financial and stock market develept and other economic or cultural
factors) may be correlated with both the countrgaleenvironment and companies’
performance.

Recognizing the possible endogeneity of governarmd, in the absence of

appropriate instruments and with limited time vaoia (3 years), we would only be able
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to interpret our results as partial correlationewedver, we have already attempted to
control for this problem in several ways. The dumngriables we used to group
companies according to their corporate governaeeel (below or above both country-
and company-sample median) are less subject togenédy problem than variables in
levels. We have also included several control e at both company- and country-
level to control for various factors and growth ogpnities. We used a non valuation-
based outcome (cost of capital) to directly ingete the effects of corporate
governance, which reduces concerns about resulisg bdriven by unobserved
investment opportunities.

In untabulated results (available upon request)fusther verified the robustness of
our regression results for subsamples. If theeedausal connection between governance
and Tobin’s Q for some companies only and no simzitanection for other companies,
then OLS coefficients will overstate the connecti@m the contrary, if the association
between governance and Tobin’'s Q is robust acragssasnples with different
characteristics, endogeneity is less likely (Blatkl., 2006). We run separate regressions
for three sets of two subsamples of companieselasy small companies, high vs. low
financing dependence needs, and high vs. low graytbortunities. We find that the
importance of company-level corporate governance thie overregulation effect are
confirmed for all the subsamples, suggesting resate not driven by these company
characteristics determining corporate governanaetiges.

Finally, we ran a two-stage least squares instraaharariable analysis (available
upon request), using a linear specification and #verage corporate governance

indicators per industry as our instruments (asggakwal et al., 2009; John et al., 2008).
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The regression shows that better corporate goveenafmore and independent
committees and board independence) is positively significantly associated with
higher performance, whereas more stringent courgylations have no impact or are
negatively associated with performance. The IV gialthus confirms the OLS results.
Nevertheless, since we have limited variabilitythe governance indicators and a short
time period, and given the limitations of IV anasysn general, we cannot completely
rule out the possibility that our results may bieeted by endogeneity problems.
5. Summary and Discussion

Analyzing the effects of corporate governance prastand legal requirements on
performance for about 2350 companies from 23 cas)tive find consistent evidence
that companies adopting good corporate governaragiges in the form of independent
boards with many committees perform the best in laggal regime. Less entrenched
boards and better governance transparency pogitivepact performance only in
countries with low country investor protection. Th#ects of stringent country legal
corporate governance requirements are neutral gative. Companies with strong
boards are valued less in the presence of strowmmtigo legal investor protection,
consistent with the hypothesis that excessive mdng can harm managerial initiatives
and hinder efficient company operations. At the saime, strong country legal investor
protection does not reduce the valuation discodntomnpanies with weak corporate
governance practices.

Our analysis is consistent with the notion thatéhare explicit and implicit costs
associated with formal corporate governance remeérgs. A straight-jacket of many

corporate governance rules can, besides beingyaoasterms of direct outlays, impose
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indirect costs, limit managerial freedom of initvat, and thereby negatively affect the
efficiency of investments and companies’ cost gfiteh Thus, stronger legal protection
does not necessarily increase performance. Thisleege has important policy
implications, because policymakers need to decatl lwvhether to regulate, and if so,
how to regulate to most effectively to improve ca@mgs’ performance and
shareholders’ returns.

While robust to many permutations, our conclusidescome with some caveats.
First, we only analyze companies incorporated ivaaded economies. For these
countries, the quality of the judicial system, poabénforcement, and the issue of
expropriation of minority shareholders are lessoacern than for many emerging and
developing countries. This may explain why we do¢ fimed significant positive effects
from the strength of country legal investor prot@tt As such, our results should not be
interpreted to negate the findings in the literattiat in general, and for developing
countries especially, better country legal invegt@tection improves company valuation
and performance. Second, our conclusions have nwaire limited to the type of
regulatory intervention captured in our indices aduntries’ legal strength. Better
indicators of country legal regimes may tell wreddl requirements add value compared
to companies’ corporate governance practices, had Bght on the interaction between
mandatory and voluntary corporate governance estiThese and other aspects remain

unexplored and are left for further investigation.
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TABLE 1: CORPORATE GOVERNANCE INDICATORSBY COUNTRY

This table reports summary statistics of the cqulggal regime indicator (Investor Protection Ingexd the company corporate governance indicaB®osar¢l-Committee Index, Board-Entrenchment Index,
Board-Independence Index, Committee-IndependeraexJrCEO-Power Index, Board-Transparency Index). [fikiestor Protection Index is the sum of the redikeSV index and the ICRG Law and Order
Index. The company-level governance indicator B&aodhmittee Index considers the existence of boardnsittees, whereas Committee-Independence Indéxititkependence. Board-Entrenchment Index is
constructed following the entrenchment index devetbpy Bebchuk et al. (2009). Board-Independencexrisl a dummy equal to 1 if a board consists ofagority of independent directors. In addition to
independence, CEO-Power Index takes into accourgrésence of the former CEO on the board and theratpn of the roles between the CEO and the ChairBeard-Transparency Index ranks the degree
of potential account manipulation within the company

ve

COUNTRY INDICATORS FIRM INDICATORS
LLSV Anti- ICRG Law Investpr Boar_d- Board- Board- Committee- CEO-Power Board-
Director and Order Protection Committee Independence Entrenchment Independence Transparency
Index Index Index Index Index Index Index Index Index
Min: 0 Max: 4 Min: 0 Max: 3 Min: O Max: 4 Dummy Min: 0 Max:3 Min: 0 Max: 3

Country Obs. Value Obs. Mean Obs. Mean Obs. Mean Obs. Mean Obs. Mean Obs. Mean
AUSTRALIA 205 0.8 1 1.80 205 2.77 205 0.85 205 1.02 203 0.57 203 2.23 145 1.30
AUSTRIA 47 0.5 1 1.50 47 0.31 47 0.00 47 1.00 5 0.80 5 2.60 7 1.85
BELGIUM 47 0.6 0.83 1.43 47 1.25 47 0.25 47 0.74 22 0.27 15 1.66 2 1.50
CANADA 466 0.8 1 1.80 466 3.82 466 1.97 466 1.99 465 0.86 461 2.20 157 1.89
DENMARK 61 0.8 1 1.80 61 0.11 61 0.06 58 1.56 18 0.88 18 2.11 29 1.62
FINLAND 81 0.7 1 1.70 81 0.86 81 0.48 77 1.80 44 0.65 44 2.04 12 1.41
FRANCE 215 0.7 0.81 1.51 215 2.34 215 0.33 211 0.83 194 0.26 185 1.47 189 1.19
GERMANY 217 0.7 0.83 1.53 217 0.65 217 0.01 217 1.05 57 0.75 55 1.94 29 1.58
GREECE 112 0.4 0.58 0.98 112 0.38 112 0.04 63 2.01 73 0.04 37 1.40 3 2.00
HONG KONG 140 1 0.75 1.75 140 1.48 140 0.62 110 2.06 136 0.08 135 1.57 47 1.85
IRELAND 33 1 1 2.00 33 3.09 33 0.90 33 1.00 32 0.31 32 1.59 10 1.90
ITALY 122 0.4 0.58 0.98 122 1.13 122 0.09 121 1.04 84 0.08 50 1.42 59 1.76
JAPAN 1409 0.9 0.83 1.73 1409 1.04 1409 0.01 1407 1.35 1408 0.00 3 1.00 932 1.89
NETHERLANDS 123 0.5 1 1.50 123 1.25 123 0.72 115 0.74 51 0.92 47 2.59 15 1.46
NEW ZEALAND 38 0.8 1 1.80 38 2.71 38 0.34 38 1.00 37 0.37 37 1.70 24 1.66
NORWAY 58 0.7 1 1.70 58 0.43 58 0.24 51 1.15 17 0.82 16 2.37 15 1.60
PORTUGAL 33 0.5 0.83 1.33 33 0.42 33 0.09 27 1.03 19 0.26 3 2.00 10 1.40
SINGAPORE 119 1 0.89 1.89 119 2.55 119 0.87 55 1.40 107 0.50 94 2.18 27 1.96
SPAIN 120 1 0.78 1.78 120 1.71 120 0.25 100 1.02 46 0.13 5 1.40 21 1.57
SWEDEN 102 0.7 1 1.70 102 0.89 102 0.16 101 2.01 62 0.53 56 2.32 25 1.48
SWITZERLAND 135 0.6 0.83 1.43 135 1.30 135 0.45 135 1.10 60 0.78 59 1.86 21 1.85
UK 787 1 0.97 1.97 787 2.98 787 1.59 785 1.05 780 0.35 770 1.34 457 1.88
USA 1187 0.6 0.83 1.43 1187 3.94 1187 2.66 1160 1.82 1187 0.97 1179 2.01 792 1.75

Total obs. 5857 5857 5857 5629 5107 3509 3028

Average 0.73 0.89 1.61 2.25 1.04 1.41 0.46 1.85 1.76

Median 0.70 0.89 1.70 3 0 1 0 2 2
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TABLE 2: CONSTITUENTSOF THE MAIN CORPORATE GOVERNANCE INDEXES AND DISTRIBUTION BY
COUNTRY-LEGAL PROTECTION

This table shows the percentage of incidence oftttee main corporate governance provisi@uaid-Committee Index, Board-Entrenchment Inde, Board-

Independence Indegnd their distribution by country-legal protectistnength.

Investor Protection Index
HIGH LOW
Indicator Constituents Distribution (<1.7) (>=1.7) Total
ggi}r:;i ttee Nomin_ation Compen.sation Auqit Govern.ance
Index committee committee committee committee _ 9.44% 5.07% 15.51%
= 1.69% 25.70% 27.39%
52% 58% 83% 31% = 2.12% 3.43% 5.38%
= 4.51% 18.44% 22.94%
= 20.45% 9.15% 29.60%
Total 38% 62% 100%
No No
Board- Annually No poison pills  supermajority o
Entrenchment | elected board in place for charters/ st:permajorlty
Index bylaws or merger = 5.97% 0.12% 6.09%
30% 80% 10% 20% = 18.60% 40.06% 58.66%
= 6.25% 19.26% 25.51%
= 4.55% 2.45% 7.00%
=4 2.70% 0.04% 2.74%
Total 38.07% 61.93% 100.00%
Majority of
Board- independent
Independence board
Index members =0 7% 46% 54%
46% = 26.85% 19.37% 46.21%
Total 34.31% 65.69% 100.00%
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TABLE 3: SUMMARY STATISTICS OF FINANCIAL DATA

This table gives summary statistics of the finahd@ata use in the analysis. Tobin’s Q, Return on
Assets and Market to Book ratio are the performavaeables. Total Assets, Sales, the ratio of
Property-Plants-Equipments to Sales, 1 year grofvBales, the ratio of total Debt to total Equiand

the ratio of Capital Expenditures to Sales are robntariables. ADR is a dummy equal to 1 if a
company had traded ADRs, O otherwise. Details am dhta sources and how each variable is
constructed are given in the text.

Variable Obs. Mean  Std. Dev. Min Max
Tobin's Q 5773 1.66 0.94 0.45 5.76
Return on Assets 5778 0.06 0.1 -1.08 152
Market to Book ratio 5857 2.94 3.56 221 20.26
Total Assets ($US) (mill) 5797 10031 28145 5.8 750507
Sales ($US) (mill) 5797 7940 19246 0 328213
Sales growth 5777 0.06 0.19 -0.49 1.09
Property, Plants, and Equipments to Sales ratio 5773 0.64 1.24 0 33.56
Debt to Equity ratio 5857 13 2.95 0 20.42
Capital Expenditures to Sales ratio 5857 0.1 0.19 0 1.09
ADR dummy 5857 0.19 0.39 0 1
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TABLE 4. CORPORATE GOVERNANCE AND PERFORMANCE:
BIVARIATE ANALYSIS

In this table we divide the company-year observegtim four groups: companies with both high (above
the median) levels of country legal investor protet and company corporate governance practices
(HiHi), companies with high level of country investprotection but low (below the median) level of
company corporate governance practices (HiLo) and-wersa (LoHi), and finally companies with
both low standards of country legal investor pridtgcand company corporate governance practices
(LoLo). We then compute the average Tobin’s Q frtegroup. The total number of observations is in
parentheses. T-tests of statistically significarffecences are in bold in the columns/rows

besides/below each matrix.

Investor Protection Index

HIGH LOW Difference
Board- Committee Index
HIGH 1.70 2.03 HiHi - LoHi= -0.33***
(1587) (2427)
LOW 1.42 1.53 HiLo - LoLo= -0.10***
(1988) (771)

Difference

HiHi - HiLo= 0.28***

LoHi - LoLo= 0.50***

HiLo - LoHi=-0.61***
HiHi - LoLo= 0.17***

Board- Entrenchment Index

HIGH 1.57 2.16 HiHi - LoHi= -0.59**
(1212) (735)

LOW 1.53 1.69 HiLo - LoLo= -0.15%*
(2233) (1370)

Difference

HiHi - HiLo = 0.035 LoHi - LoLo= 0.47***

HiLo - LoHi=-0.62***
HiHi - LoLo=-0.12***

Board-Independence Index

=0 1.74 2.07 HiHi - LoHi= -0.32%*
(976) (1338)

=1 1.46 1.56 HiLo - LoLo= -0.10*
(2336) (374)

Difference

HiHi - HiLo= 0.28***

LoHi - LoLo= 0.50***

HiLo - LoHi=-0.61***
HiHi - LoLo= 0.17***




TABLE 5: CORPORATE GOVERNANCE AND PERFORMANCE: BASE REGRESSION RESULTS

This table reports country random effects regressimf Tobin's Q (columns a, b, and c) or Return oseAs (ROA) (columns d) on 3 dummy variables equdl tba company has high standards of
corporate governance at both country and compary} (&liHi), or has high legal protection at counkeyel but low corporate governance at the compamgll(HiLo) (and vice-versa, LoHi), or has both
low country legal and company governance levels )pl0 otherwise. The group LoHi is dropped as ithis reference. Investor Protection Index is thenty indicator of legal protection. Board-

Committee Index, Board-Entrenchment Index, and 8dadependence Index are the company level goveearicators. The logarithm of sales, the ratioperty-plants-equipments (PPE) to sales, a

dummy equal to one if a company has traded ADRsyeae growth of sales, debt to equity ratio, cagtglenditures (CAPEX) to sales ratio, and closeld sblres (ownership) are the control variables
Regressions are run with 2-digit SIC code indudtrsnmies interacted with time dummies, and robustdstad error clustered at country level (in paresgsg. Significance levels are indicated by *, *ida
*** for 10%, 5%, and 1% respectively. The F-testfgues) indicates whether the estimated coeffisiare significantly different.

Board-Committee Index Board-Entrenchment Index Board- Independence Index
l.a I.b l.c l.d Il.a Il.b Il.c I.d I.a 1l.b Il.c 1l.d
Q Q Q ROA Q Q Q ROA Q Q Q ROA
Investor Protection Index
/31 HIGH HIGH -0.51**  -0.48**  -0.48*** -0.063**| HIGH -0.68*** -0.65%**  -0.71**  -0.074*** =1 -0.53*** -0.50*** -0.53** -0.070***
0.12) (0.11) (0.14) (0.02) (0.13) (0.11) (0.12) (0.01) (0.09) (0.08) (0.09) (0.01)
132 HIGH LOW -0.72**  -0.62***  -0.73** -0.079*** | LOW  -0.73*** -0.68***  -0.73**  -0.082*** =0 -0.76*** -0.72***  -0.78** -0.085***
(0.15) (0.14) (0.16) (0.02) (0.13) (0.11) (0.13) (0.01) (0.13) (0.11) (0.13) (0.01)
ﬂs LOW LOW  -0.62*** -0.58*** -0.61***  -0.065*** | LOW -0.47*** -0.44*** -0.47*** -0.050** =0 -0.59*** -0.55*** -0.59***  -0.069***
(0.12) (0.11) (0.15) (0.02) (0.11) (0.10) (0.10) (0.02) (0.07) (0.07) (0.10) (0.012)
Log of Sales -0.12%*** -0.11*** -0.17%** 0.008** -0.09*** -0.08*** -0.10*** 0.011** -0.13***  -0.12*** -0.13%** 0.005
(0.01) (0.01) (0.01) (0.003) (0.02) (0.02) (0.02) (0.004) (0.01) (0.01) (0.02) (0.003)
PPE to Sales ratio -0.06***  -0.06***  -0.05*** -0.003* -0.05*** -0.05***  -0.05*** -0.002 -0.05*** -0.05***  -0.05***  -0.003**
(0.01) (0.01) (0.01) (0.001) (0.01) (0.01) (0.01) (0.002) (0.01) (0.01) (0.01) (0.001)
ADR dummy 0.08 0.09 0.11 -0.021* 0.05 0.06 0.09 -0.027* 0.10 0.11 0.14 -0.018*
(0.07) (0.07) (0.08) (0.009) (0.10) (0.08) (0.08) (0.012) (0.08) (0.07) (0.08) (0.009)
Sales growth 0.69*** 0.74%** 0.67***
(0.14) (0.16) (0.15)
Debt to Equity ratio -0.01** -0.01%** -0.01**
(0.006) (0.005) (0.006)
CAPEX to Sales ratio 0.12 0.05 0.03
(0.15) (0.26) (0.26)
Ownership 0.00 -0.002 0.00
(0.001) (0.002) (0.002)
Constant, Industry-Year
dummies Y Y Y Y Y Y Y Y Y Y Y Y
Obs. 5749 5749 4794 5757 5526 5526 4620 5531 5002 5002 4204 5009
Number of countries 23 23 23 23 23 23 23 23 23 23 23 23
Number of companies 2353 2353 2004 2359 2335 2335 1988 2340 2232 2232 1901 2238
R squared (overall) 0.23 0.25 0.23 0.19 0.21 0.23 0.22 0.18 0.24 0.25 0.24 0.22
F-test [31 = '32 p<0.01 p<0.01 p<0.01 p=0.04 p=0.49 p=0.57 p=0.76 p=0.33 p<0.01  p<0.01 p<0.01 p=0.08
= 5; p=0.01 p=0.04 p=0.11 p=0.87 p=0.26 p=0.20 p=0.13 p=0.39 p=0.50 p=0.51 p=0.57 p=0.93
ﬂz = ﬂs p=0.21 p=0.23 p=0.19 p=0.33 p=0.18 p=0.16 p=0.12 p=0.22 p=0.10 p=0.07 p=0.10 p=0.26

8¢



TABLE 6: CORPORATE GOVERNANCE AND THE COST OF CAPITAL

This table reports country random effects regressas the companies’ cost of capital on 3 dummyaides equal to 1 if a company has high standérdsrporate governance at both country and company

level (HiHi), or has high legal protection at coynevel but low corporate governance at the compewg! (HiLo) (and vice-versa, LoHi), or has both loauatry legal and company governance levels

(LoLo), 0 otherwise. The group LoHi is dropped ass ithe reference. Investor Protection Index iscientry indicator of legal protection. Board-Cortte Index, Board-Entrenchment Index, and Board-

Independence Index are the company level governadazators. The cost of capital is estimated asitiverse of the price-earnings (P/E) ratio (colsrhrl, 1) or following the methodology in Easton

(2004) based on the modified price-earnings graatio (columns 1V, V, VI). One year sales growth, éx@ected one-year future earnings per share usengiean I/B/E/S forecast (Future Earnings), the

logarithm of sales, the market to book ratio, arttlienmy equal to one if a company has traded ADRshareontrol variables. Regressions are run withgt-&IC code industry dummies interacted with
time dummies, and robust standard error clusteredumtry level (in parentheses). For expositignaposes, we multiply all coefficients by 100. Sfg@ince levels are indicated by *, **, and *** fd10%,
5%, and 1% respectively. The F-test (p-values)cigis whether the estimated coefficients are sagmifly different.

P/E Ratio Modified P/E Growth Ratio
Dependent variable: Cost : . I v v Vi
of Capital Board-Committee Board-Entrenchment Board-Independence Board-Committee Board-Entrenchment Board-Independence
Index Index Index Index Index Index
Investor Protection Index
ﬁl HIGH HIGH 1.011%*= HIGH 1.512%** =1 1.069*** HIGH 1.955%** HIGH 2.304**=* =1 1.277*
(0.21) (0.56) (0.41) (0.43) (0.29) (0.56)
ﬂz HIGH LOW 1.833*** LOW 1.112%** =0 2.186*** LOW 2.678*** LOW 2.445%** =0 2.296%**
(0.49) (0.35) (0.53) (0.47) (0.21) (0.44)
'83 LOW LOW 1.886*** LOW 0.860** =0 1.097**=* LOW 2.425*** LOW 1.287** =0 1.378*
(0.22) (0.28) (0.30) (0.52) (0.63) (0.56)
Sales growth -0.411 0.267 0.542
(0.51) (0.41) (0.55)
Future Earnings -0.001 0.181** -0.083
(0.16) (0.081) (0.18)
Log of Sales -0.292* -0.343** -0.318*
(0.16) (0.17) (0.18)
Market to Book ratio -0.005** -0.005** -0.003*
(0.002) (0.002) (0.02)
ADR dummy 0.482** 0.439* 0.523*** -0.149 -0.051 0.244
(0.22) (0.25) (0.19) (0.28) (0.40) (0.30)
Constant, Industry-Year
dummies Y Y Y Y Y Y
Obs. 4239 4068 3730 3791 3645 3323
Number of countries 23 23 23 23 23 23
Number of companies 1883 1866 1651 1876 1847 1767
R squared (overall) 0.16 0.15 0.16 0.16 0.14 0.16
F-test L =05, p=0.07 p=0.38 p=0.08 p=0.07 p=0.62 p<0.01
= [ p<0.01 p=0.27 p=0.95 p=0.17 p=0.18 p=0.85
/82 = /83 p=0.92 p=0.47 p=0.11 p=0.58 p=0.09 p=0.06

6€
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TABLE 7: CORPORATE GOVERNANCE AND PERFORMANCE -

ROBUSTNESSCHECKSOF THE IMPACT MAGNITUDE

This table reports country random effects regressiof Tobin’s Q on the country legal indicator Ister

Protection Index, a dummy variable equal to 1 & ttompany corporate governance index is above trdiam
(Hi) or equal to 1, and O otherwise, and their rat&ion term. Board-Committee Index, Board-Entreneht
Index, and Board-Independence Index are the com[eey governance indicators. The logarithm of satbe
ratio property-plants-equipments (PPE) to saled,aadummy equal to one if a company has traded AfyBghe
control variables. Regressions are run with 2-d&@ code industry dummies interacted with time thies, and

robust standard error clustered at country levepéirentheses). Significance levels are indicayet] t, and ***

for 10%, 5%, and 1% respectively. The F-test (u&pindicates the total country legal effect fompanies with

an above the median governance level.

Dependent variable: Tobin's Q I I 1} v \%
:81 Investor Protection Index -0.13 -0.23 -0.003 0.005 0.11
(0.13) (0.34) (0.16) (0.16) (0.20)
B, Investor Protection Index * -0.91% -0.80* -0.35*
Board-Committee Index HIGH (0.23) (0.25) (0.20)
Board-Committee Index HIGH 1.96%* 1.76%* 0.85**
(0.45) (0.48) (0.35)
,83 Investor Protection Index * -0.94* -0.63*+* -0.53%*
Board-Entrenchment Index HIGH (0.49) (0.22) (0.20)
Board-Entrenchment Index HIGH 1.72*%* 1.17%** 0.97%**
(0.82) (0.37) (0.33)
,34 Investor Protection Index * -1.16%** -0.72%*=*
Board-Independence Index (0.20) (0.14)
Board-Independence Index 2.37%x 1.47%*
(0.39) (0.25)
Log of Sales -0.11%** -0.07** -0.12%+* -0.11%+* -0.13%+*
(0.01) (0.03) (0.01) (0.01) (0.01)
PPE to Sales ratio -0.06*** -0.05%** -0.05** -0.06*** -0.05%*+*
(0.01) (0.01) (0.01) (0.01) (0.01)
ADR dummy 0.09 -0.005 0.11 0.11* 0.14**
(0.07) (0.12) (0.07) (0.06) (0.06)
Constant, Industry-Year dummies Y Y Y Y Y
Obs. 5749 5526 5002 5526 4854
Number of countries 23 23 23 23 23
R squared (overall) 0.22 0.18 0.23 0.23 0.24
F-test: effect of country investor
+
protection on Q for highly governed '31 '32 '81 + '83 181 + 184 131 + 152 ﬁl + ﬁz
firms -1.05%** -1.18* -1.16%+* -0.80*** -0.24*
p<0.01 p=0.06 p<0.01 p<0.01 p=0.06
131 + 133 /81 + 133
-0.63* -0.42
p=0.03 p=0.16
B+ L,
_0'60***

p=0.01




TABLE 8: CORPORATE GOVERNANCE AND PERFORMANCE - ROBUSTNESS CHECKS: COUNTRY CHARACTERISTICS

This table reports country random effects regressaf Tobin's Q on 3 dummy variables equal to & dompany has high standards of corporate goveerariwoth country and company level (HiHi), or
has high legal protection at country level but logrporate governance at the company level (HiLay (gice-versa, LoHi), or has both low country legad company governance levels (LoLo), 0
otherwise. The group LoHi is dropped as it is tefemence. Investor Protection Index is the coummdjcator of legal protection. Board-Committee Ird8oard-Entrenchment Index, and Board-
Independence Index are the company level governadazators. The logarithm of sales, the ratio griy-plants-equipments (PPE) to sales, and a duegngl to one if a company has traded ADRs
are the control variables. An indicator of specifantry characteristics (stock market capital@atr turnover, economic risk, corruption, earninggnagement) is added to each regression. Each cel
represents separate regressions and reports @eeffgstimates of the governance groups (HiHi)L¢hli (LoLo), the specific country institutional iiwétor used, and the F-Test indicating whether the
estimated governance coefficients are significadtfferent. Regressions are run with 2-digit SIGledndustry dummies, time dummies, and robust st@hérror clustered at country level (in
parentheses). Significance levels are indicatet] by and *** for 10%, 5%, and 1% respectively.

Board-Committee Index Board-Entrenchment Index Board- Independence Index
COUNTRY '81 Hi Hi 182 Hi Lo ﬁa Lo Lo country '81 Hi Hi 182 Hi Lo ﬁa Lo Lo country ﬁl Hi Hi Bz Hi Lo '83 Lo Lo country
CHARACTERISTIC variable coeff. variable coeff. variable coeff.
Stock market -0.49%** -0.67%** -0.55%** 0.14%** -0.66*** -0.66%** -0.43%** 0.21%+* -0.48*** -0.70%** -0.47%x 0.17%+
capitalization (0.11) (0.14) (0.12) (0.04) (0.09) (0.09) (0.10) (0.09) (0.08) (0.10) (0.06) (0.04)
ﬁ1:ﬁ2 ﬁlzﬁg ﬁzzﬂs ﬁ1:ﬁ2 ﬁlzﬁg ﬁzzﬂs 181:182 ﬁlzﬁg /Gzzﬁs
p<0.01 p=0.30 p=0.09 p=0.97 p=0.13 p=0.12 p<0.01 p=0.90 p=0.01
Stock market -0.45%** -0.67%** -0.57%** 0.25* -0.58*** -0.66%** -0.46%** 0.38** -0.40%** -0.66*** -0.46%** 0.41*
turnover (0.12) (0.14) (0.13) (0.14) (0.11) (0.10) (0.11) (0.17) (0.09) (0.11) (0.10) (0.18)
1812182 ﬁlzﬁs 52:/;3 1812182 ﬁlzﬁs ﬁzzﬁs ﬂl:ﬂZ ﬁlzﬁs 182:33
p<0.01 p=0.05 p=0.28 p=0.17 p=0.41 p=0.18 p<0.01 p=0.36 p=0.06
Economic -0.52%** -0.72%** -0.62%*=* 0.007 -0.73%** -0.74%** -0.50%** 0.02 -0.58*** -0.75%** -0.59%** 0.017
risk (0.13) (0.15) (0.12) (0.14) (0.11) (0.12) (0.12) (0.01) (0.11) (0.12) (0.06) (0.01)
B=B B=p B.=5 B=B B=pB B.=5 B=P B=p B.=5
p<0.01 p=0.03 p=0.20 p=0.83 p=0.20 p=0.20 p<0.01 p=0.92 p=0.09
Corruption -0.54%*x -0.72%** -0.61%*=* 0.06 -0.72%*x -0.74%** -0.47%*=* 0.12** -0.60*** -0.73%** -0.44%* 0.13**
(0.12) (0.14) (0.13) (0.04) (0.10) (0.10) (0.12) (0.06) (0.10) (0.11) (0.07) (0.06)
Pi=PB B=B B=Ps Pi=PB B=B B=Ps Bo=B B=B B=5
p<0.01 p=0.44 p=0.18 p=0.64 p=0.17 p=0.12 p=0.01 p=0.16 p<0.01
Earnings -0.50%** -0.59%** -0.50%** -0.17** -0.57%* -0.63***  -0.39%** -0.13%** -0.53*** -0.63*** -0.48*** -0.22%*
Management (0.12) (0.12) (0.11) (0.07) (0.06) (0.06) (0.10) (0.07) (0.09) (0.11) (0.05) (0.05)
Index
ﬁ1:ﬁ2 ﬂ]_:ﬂg ﬁzzﬁs ﬁ1:ﬁ2 ﬂ]_:ﬂg ﬁzzﬁs 181:182 ﬂlzﬂg ﬁzzﬁs
p=0.04 p=0.99 p=0.13 p=0.22 p=0.17 p=0.07 p<0.01 p=0.63 p=0.13
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TABLE 9: CORPORATE GOVERNANCE, COMPANY AND COUNTRY CHARACTERISTICS

This table reports country random effects regressiof the company level governance indicators B@uorhmittee Index, Board-Entrenchment Index, andr8dadependence Index on various
company-level variables (sales growth, externadrfaing dependence, logarithm of sales, ownershimewship squared) and country-level indicators glggrotection, stock market value traded,
percentage of foreign ownership). Columns f. anarg.run for the subsample of companies operatingw (below median) country legal investor proi@ct Regressions are run with 2-digit SIC code
industry dummies interacted with time dummies, aobust standard error clustered at country levelp@rentheses). Significance levels are indicated, b*, and *** for 10%, 5%, and 1%
respectively.

| Il 1l
Board-Committee Index Board-Entrenchment Index Board-  Independence Index
a. b. C. d. e. f. g. a. b. c. d. e. f. g. a. b. [ d. e. f. g.
Investor Protection Investor Protection Investor Protection
Index LOW Index LOW Index LOW
Sales growth 0.90** 0.92** 0.93** 0.70*** 0.38** 0.81*  -0.08 |0.26* 0.18 0.24* 0.24* 0.12 0.31* -0.06 0.20 017 0.16* 0.14* 025 -0.01 -0.01
(0.35) (0.30) (0.29) (0.21) (0.19) (0.33) (0.10) | (0.11) (0.12) (0.11) (0.10) (0.09) (0.14) (0.09) (0.13) (0.10) (0.10) (0.07) (0.04) (0.03) (0.05)
External Financing Dependence | 0.25+** 0.26** 0.11* -0.02 0.25* -0.02 | 0.02 0.02 001 0.007 0.01 -0.02 0.07*** 0.06*** 0.04*** -0.004 0.02 -0.01
(0.07) (0.06) (0.06) (0.06) (0.15)  (0.05) | (0.02) (0.02) (0.02) (0.02) (0.04)  (0.03) | (0.01) (0.01) (0.01) (0.02) (0.01)  (0.02)
Log of Sales 0.20 011  0.22= 0.13* 0.05 0.37#* 021 | 0.03 004 0.02 002 -0.02 0.04 -0.02 0.06* 0.039 0.04 0.05 0.01  0.04* 0.01
(0.13) (0.09) (0.11) (0.08) (0.04) (0.10)  (0.09) | (0.05) (0.04) (0.03) (0.04) (0.03) (0.04) (0.02) | (0.04) (0.03) (0.03) (0.03) (0.01) (0.01)  (0.01)
Ownership -0.06*** -0.004 -0.02%
(0.01) (0.004) (0.007)
(Ownership)? 0.0005** 0.00 0.0002**
(0.0002) (0.00) (0.0001)
Investor Protection Index 0.47 -0.29 -0.44
(1.38) (0.39) (0.46)
Stock Market Value 0.01** 0.01** 0.001 0.003* 0.003 0.004***
(0.005) (0.006) (0.02) (0.001) (0.002) (0.001)
Foreign Ownership 7.57%* -0.01 -0.039 -1.33 2,42+ 4,83
(2.34) (0.69) (1.26) (1.10) (0.69) (0.90)
Constant, Industry-Year dummies Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y Y
Obs. 5778 4819 5778 5778 4618 2442 2685 | 5552 4642 5552 5552 4417 2337 1202 5030 4228 5030 5030 3870 1840 2082
Number of countries 23 23 23 23 22 13 13 23 23 23 23 22 13 12 23 23 23 23 22 13 13
Number of companies 2371 2018 2371 2371 1950 906 1010 | 2371 2001 2371 2371 1933 889 470 2250 1915 2250 2250 1829 810 914
R squared (overall) 0.15 0.30 016 031 0.36 0.54 0.18 | 0.06 0.06 0.06 0.6 007 017 0.16 0.13 0.28 0.17 0.23 0.29 0.49 0.45
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