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Definition
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Corporate Governance – The mechanism by which 
interested parties in a corporation interact with each 

other and promote their interests.

Corporate Governance - Definition
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to comply (with) (v) – to follow or to obey a law or 
regulation

compliance (n) – the fulfillment of a legal 
requirement or the provisions of a regulation

to disclose (v) – to provide information publicly, in 
compliance with law or regulations requiring it

disclosure (n) – the making public of information, in 
compliance with law or regulations requiring it

Corporate Governance - Terminology
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Who does what?

Corporate Governance 
Key Issues and Questions
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Compliance

Disclosure

Common Practice

Does a company (or management or a board of 
directors or a shareholder) comply with a particular 

law or regulation?

Full compliance vs. partial compliance

Corporate Governance 
Key Issues and Questions
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Compliance

Disclosure

Common Practice

Does a company (or management or a board of 
directors or a shareholder) disclose information in 

compliance with a particular law or regulation?

Full disclosure vs. partial disclosure

Timely disclosure vs. late disclosure

Corporate Governance 
Key Issues and Questions
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Compliance

Disclosure

Common Practice

How do companies, boards, management and 
shareholders behave in practice?

SOTDA – Say One Thing, Do Another

Corporate Governance 
Key Issues and Questions
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Capital Providers 
in a Market Economy
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CORPORATION 
(JOINT STOCK 

COMPANY -
JSC)

CAPITAL PROVIDERS IN A MARKET ECONOMY
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CORPORATION 
(JOINT STOCK 

COMPANY -
JSC)

LENDERS

Banks
Loans

The return on the loan or the 
bond is fixed/defined .

The relationship is outlined in a 
contract between the debtor (JSC) and 
the creditor (bank or bondholder).

CAPITAL PROVIDERS IN A MARKET ECONOMY
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CORPORATION 
(JOINT STOCK 

COMPANY -
JSC)

LENDERS

Banks
Loans

LENDERS

Capital Market
Bonds

The return on the loan or the 
bond is fixed/defined .

The relationship is outlined in a 
contract between the debtor (JSC) and 
the creditor (bank or bondholder).

CAPITAL PROVIDERS IN A MARKET ECONOMY
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CORPORATION 
(JOINT STOCK 

COMPANY -
JSC)

LENDERS

Banks
Loans

LENDERS

Capital Market
Bonds

The return on the loan or the 
bond is fixed/defined .

The relationship is outlined in a 
contract between the debtor (JSC) and 
the creditor (bank or bondholder).

SHAREHOLDERS
Shares (Equity)

- Banks
- Government 
- Individual Investors
- Institutional Investors

Investment Funds, etc.
- Other Companies/Strategic Investors-

The relationship is flexible, the risk is 
greater. Shareholders provide capital to 
the JSC; in return, they pay a role in the 
governance of the JSC.

Shareholders have:
1. Information rights:

The right to financial information 
and information about AGMs and 
EGMs

2. Voting rights
3. Financial rights:

The right to trade shares.
The right to dividends based on the 
financial condition of the JSC. 

CAPITAL PROVIDERS IN A MARKET ECONOMY
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Three Models of 
Corporate Governance
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ANGLO-US CORPORATE GOVERNANCE SYSTEM
(THEORY) 

(A System of Checks and Balances)
Responsible for the 
company’s daily operations 
and daily affairs. Provides 
and updates conditions and 
incentives for the company’s 
performance.

Powerful (in theory) because they elect 
board and vote at AGMs. In order to 
exert influence, they should be:

-committed
-knowledgeable
-long-term.

MANAGERS SHAREHOLDERS

BOARD OF DIRECTORS

The board is “the source and focus of proper 
accountability of management to 

shareholders.”

Role as: filter
monitor
overseer
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Legal Framework - US

The Securities Exchange Commission (SEC) -
http://www.sec.gov/ - is an independent US governmental 
agency that enforces federal securities laws and regulates 
the securities industry, the nation's stock and options 
exchanges, and other electronic securities markets. The 
SEC was created by section 4 of the Securities Exchange 
Act of 1934.  In addition to the 1934 Act that created it, the 
SEC enforces the following legislature: Securities Act of 
1933, the Trust Indenture Act of 1939, the Investment 
Company Act of 1940, the Investment Advisers Act of 
1940, the Sarbanes-Oxley Act of 2002.
The SEC is composed of five commissioners, of which no 
more than three can be from a single political party.
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Legal Framework - US

The Securities Act of 1933 and the Securities Exchange 
Act of 1934 require publicly-traded companies to disclose 
all material facts necessary for investors to make informed 
investment decisions.

material = significant, that it, influencing the value of the 
company and the value of the company’s shares



18

Legal Framework - US
The Sarbanes–Oxley Act also known as the Public Company 
Accounting Reform and Investor Protection Act of July 30, 2002 is 
a US federal law enacted in response to a number of major corporate 
and accounting scandals such as Enron and WorldCom. Named after 
Senator Paul Sarbanes and Representative Michael Oxley, who were its 
main architects, it also set a number of deadlines for compliance. The 
legislation establishes new or enhanced standards for all U.S public 
company boards, management, and public accounting firms. It does not 
apply to privately held companies. The Act contains 11 titles, or 
sections, ranging from additional Corporate Board responsibilities to 
criminal penalties, and requires SEC to implement rulings on 
requirements to comply with the new law. 

Moreover, the Sarbanes –Oxley Act establishes a new quasi-public 
agency, the Public Company Accounting Oversight Board (PCAOB), 
which is to oversee, regulate, inspect and discipline accounting firms in 
their roles as auditors of public companies. The Act addresses notion of 
auditor independence, corporate governance, internal control 
assessment, and enhanced financial disclosure. 

More at: http://www.sarbanes-oxley.com/section.php?level=1&pub_id=Sarbanes-Oxley
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Legal Framework - US

The Glass-Steagall Act of 1933 – established the Federal 
Deposit Insurance Corporation (FDIC) in the US. It also 
addressed banking reforms (inter alia: controlling 
speculation). Certain provisions (i.e. Regulation Q 
allowing the Federal Reserve to regulate interest rates in 
savings accounts) were repealed by the Depository 
Institutions Deregulation and Monetary Control Act of 
1980. 
Provisions prohibiting a bank holding company from 
owning other financial companies were repealed on 
November 12, 1999 by the Gramm-Leach-Bliley Act. 
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Legal Framework - US

The Sherman Act of 1890 - named after Ohio senator 
John Sherman, chairman of the Senate Finance Committee 
– is the oldest among US federal antitrust statutes. Drafted 
and enacted in respond to the rapid growth of trusts 
(Standard Oil) in the last decades of XIX century; deals 
with cartels (section 1) and monoplolies (section 2). Bears 
criminal sanction for the violation of its provisions. The 
US Department of Justice Antitrust Department has  
authority over the Sherman Act.
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ANGLO-US CORPORATE GOVERNANCE SYSTEM
(PRACTICE) 

A small, powerful group 
with access to information 
and control of daily affairs 
of the company.  But - they 
must report to board and 
shareholders.

A diverse and relatively  powerless 
group with one common goal - they 
want to see good financial 
performance.  But - they control 
capital and can exercise oversight 
by selecting  accountable board 
members.

MANAGERS SHAREHOLDERS

Inside 
Directors

Outside 
Directors

BOARD OF DIRECTORS

A small group of some 12 members (U.S. average) who are 
potentially uninformed and unmotivated. A potential rubber 

stamp. But – they are mandated with outside review and 
oversight and are accountable to shareholders.
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“Overextended Chieftains?

Bosses who sit on more than two or three boards 
(as recommended by the 

National Association of Corporate Directors)”

EXECUTIVE COMPANY BOARD SEATS COMPANIES
John L. Clenenden BellSouth 9 Coca-Cola; Kroger;
John G. Medlin, Jr. Wachovia 8 USAir; RJNabisco
Roberto C. Goizueta Coca-Cola 7 Eastman Kodak; Ford
Alfred M. Zeien Gillette 7 Bank of Boston; Polaroid
Hugh L. McColl, Jr. NationsBank 6 CSX; Sonoco

Business Week, November 25, 1996 
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The Role of the CEO in the Anglo-US Model
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The Role of the CEO in the Anglo-US Model
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The Role of the CEO in the Anglo-US Model
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The Role of the CEO in the Anglo-US Model
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Executive Compensation
International Comparison

What is the ratio between the average salary of 
an employee/worker in a manufacturing 

company and the average salary of the chief 
executive officer (US) or managing director 

(globally) of the same company?
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Executive Compensation – International Comparison
Executive Pay
Chief executives receive 
far more pay relative to 
workers on the factory 
floor in America than in 
other countries. A survey 
of Standards & Poor’s 
500 leading companies 
finds that, on average, 
top American bosses take 
home 475 times more 
than workers. A study 
conducted by Towers 
Perrin, an international 
consultancy, shows that 
European bosses take 
only 11 to 24 times as 
much as their underlings. 
Several South-East Asian 
and Latin American 
countries fall between the 
extremes. Both reports 
take into account 
incentive packages 
composed of shares and 
share options. One 
example is Charles 
Wang, boss of Computer 
Associates, he took a 
mere $4.6m in salary and 
bonus in 1999, but added 
over $650m in long-term, 
performance-based 
compensation.

475
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Chief Executives' Pay
As a multiple of manufacturing employees' pay, 1999

Sources: Towers Perrin; Standard & Poor’s as reported in The Economist, September 30, 2000
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Executive Compensation
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UK:  Cadbury Report and Combined 
Corporate Governance Code

1991 - The Financial Services Authority (FSA), the London Stock Exchange (LSE) and 
elements of the accounting profession set up the UK Committee on the Financial Aspects 
of Corporate Governance. It is headed by Sir Adrian Cadbury, a member of the Quaker 
dynasty behind Cadbury-Schweppes.

1992 – The Cadbury Report
After 18 months, during which the Polly Peck and BCCI scandals both break, Sir 
Cadbury publishes his report. 

Section 4.9  
Given the importance and particular nature of the chairman’s role, it should in 
principle be separate from that of the chief executive. If the two roles are combined 
in one person, it represents a considerable concentration of power.
We recommend, therefore, that there should be a clearly accepted division of 
responsibilities at the head of a company , which will ensure a balance of power and 
authority, such that no one individual has unfettered powers of decision. Where the 
chairman is also the chief.

1998 – The Hampel Report & the first Combined Code
At the Combined Corporate Governance Code Group’s behest, Sir Ronnie Hampel, 
chairman of ICI, leads a study group that publishes a report in January detailing 
requirements for directors to review the effectiveness of all internal controls, not just 
financial ones. It also incorporates the recommendations made by the earlier Cadbury 
and Greenbury reports. 
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DIVERSIFIED MONITORING 
IN ANGLO-US CORPORATE GOVERNANCE

MANAGEMENT

BOARD OF DIRECTORS

GENERAL MEETING
OF SHAREHOLDERS

(Annual and Extraordinary)

SHAREHOLDERSEX-ANTE MONITORING

INVESTMENT FUND(S)

VENTURE CAPITAL FUNDS

INVESTMENT FUND(S)

INTERIM MONITORING

EX-POST MONITORING

RATING AGENCIES

AUDITORS

AUDITORS

TAKEOVER SPECIALISTS
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DIVERSIFIED MONITORING 
IN THE GLOBAL FINANCIAL SYSTEM
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DIVERSIFIED MONITORING 
IN THE GLOBAL FINANCIAL SYSTEM
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DIVERSIFIED MONITORING 
IN THE GLOBAL FINANCIAL SYSTEM
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DIVERSIFIED MONITORING 
IN THE GLOBAL FINANCIAL SYSTEM

Iceland
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DIVERSIFIED MONITORING 
IN THE GLOBAL FINANCIAL SYSTEM

Iceland
Just another case of globalization, or is there more 

here than we want to see and/or admit?
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Key Features of the Anglo-US Model

Interaction
Shareholder Rights
Disclosure Requirements

Regulatory Framework

Composition of Board

Share Ownership Pattern
Key Players

ANGLO-US MODELFEATURE



38

JAPANESE CORPORATE GOVERNANCE SYSTEM

A large board of directors  (of as many as 50 members) usually contains 
only insiders

When a company's financial performance is poor, majority shareholders 
send representatives to the company's board of directors

(minority shareholders) (independent directors)

GOVERNMENT KEIRETSU

MANAGEMENT BANK

Lender Depository
Voting Agent
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A Keiretsu is a group of closely-related Japanese companies:  They own each others’
shares and bonds, and give each other preferential treatment as business 
partners.  Each keiretsu is formed around a large bank.  This diagram presents 
the well-known Fuyo keiretsu with Fuji bank in the center.

Yasuda Trust &
Banking Co.

(fund management)

Yasuda Trust &
Banking Co.

(fund management)

Fuji Bank

Yasuda       

(insurance)

Yasuda       

(insurance)

Tokyo Tatemono Co.

(real estate)

Tokyo Tatemono Co.

(real estate)

SA PPORO

Sapporo Breweries

SA PPORO

Sapporo Breweries

Canon             CanonCanon             Canon

Marubeni Corp.
(retail)

Marubeni

Marubeni Corp.
(retail)

Marubeni

NKK Corp.
(steel) 

NKK

NKK Corp.
(steel) 

NKK Hitachi Ltd.

HITACHI

Hitachi Ltd.

HITACHI

Nissan
Motor Co.

Nissan
Motor Co.

Oki Electric Industry Co.

OKI

Oki Electric Industry Co.

OKI

Source: “Keiretsu and Industry Map” Tomokazu Ohsono
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The Korean Corporate Governance System

In Korea, there are currently four large conglomerates or chaebol:

Hyundai
LG

Samsung
SK.

Founding families control the conglomerates through cross-shareholdings.

In 2005, the Korean government began a series of reforms to limit the 
power of the chaebol, with the aim of improving corporate governance in 

Korean companies.

The chaebol are resisting the reforms.  
Financial Times, Monday, July 4, 2005
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Samsung
Electronics

Samsung
Corp Cheil

Comm.

Samsung
Card

Samsung
Life Ins

S-one

Samsung
Everland

Samsung
Techwin Cheil

Textile
Samsung

Engineering

Samsung
F&M Ins

Samsung
Foundations

Samsung
Security

Samsung
Prea. Chem

Hotel
Shilla

Samsung
Heavy Ind.

Samsung
Mech. Elec. Samsung

SDI

Korea:  Samsung Group Cross Shareholdings

Source: Center for Good Corporate             
Governance, South Korea; Financial 
Times, Monday, July 4, 2005
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Key Features of the Japanese Model

Interaction
Shareholder Rights
Disclosure Requirements

Regulatory Framework

Composition of Board 

Share Ownership Pattern
Key Players

JAPANESE MODELFEATURE
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GERMAN CORPORATE GOVERNANCE SYTEM

EMPLOYEES

BANKS

MANAGEMENT 
BOARD

(Only Insiders)

SUPERVISORY BOARD
(Only Outsiders)

SHAREHOLDERS

FOREIGNERS

GERMAN 
CORPORATIONS

EMPLOYEES

VOTING AGENT
LENDER

DEPOSITORY

ALL OR 1/2 OR 2/3 NONE OR 1/3 OR 1/2
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“The Champions of Cumulative Mandates

Among CAC 40 companies, here are five executives
with the greatest number of mandates”

EXECUTIVE COMPANY BOARD SEATS COMPANIES
Jean-Marie Messier Vivendi 12 BNP Paris; LVMH
Gerard Mestrallet Suez 9 Axa; Saint-Gobain
Jean Peyrelevade Credit Lyonnais 9 AGF; Bouygues; Suez
Michel Bon France Telecom 8 Airliquide; Bull; Orange
Thierry Breton Thomson Multimedia  8 Axa; Schneider Electric

Le Figaro Enterprises, Monday, April 22, 2002 



45

Corporate Governance in France
Court halves Messier fine

“The Paris Court of Appeal reduced fines imposed on Jean-Marie Messier, the 
former chief executive of Vivendi Universal and the company.

After a two-year investigation, the French Financial Market Authority (AMF) 
accused Mr. Messier of having ‘deliberately published inaccurate and abusively 

optimistic information.’ It also said Vivendi had inappropriately accounted for the 
acquisition of Elektrim Telekommunikacja, a Polish company, as well as misled 

shareholders over access to cash at its subsidiary, Cegetel.
However, the court of appeal overturned the findings on the Polish acquisition.  It 
also found that the company could not be held responsible for comments made by 

Mr. Messier.
Yet the court did back the AMF’s findings that certain comments by Mr. Messier at 

an annual meeting in 2002 had been ‘particularly misleading.’ It also upheld 
complaints that Vivendi Universal had misled investors about its indebtedness at the 

end of 2000 and about the level of cashflows in 2001.

Mr. Messier was forced to resign as chairman in July 2002 when his board discovered 
the company was on the brink of a cash crisis triggered by secret stock repurchases to 

designed to prop up the share price.”
Financial Times, Thursday, June 30, 2005
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Key Features of the German Model

Interaction
Shareholder Rights
Disclosure Requirements

Regulatory Framework

Composition of Board(s)

Share Ownership Pattern
Key Players

GERMAN MODELFEATURE
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Comparison of the Three Models

Interaction

Shareholder Rights

Disclosure 
Requirements

Regulatory Framework

Composition of Board(s)

Share Ownership 
Pattern

Key Players
GermanJapaneseAnglo-USFEATURE


