
International Corporate Governance and Firms – Notes: 
 

Week 1: Introduction to corporate governance 
- WHAT CORPORATE GOVERNANCE IS 
- WHY IS IT IMPORTANT 
- 4 MAIN FEATURES OF MODERN CORPORATIONS 
- SHAREHOLDER / STAKEHOLDER SYSTEMS OF CORPORATE 

GOVERNANCE 
- CONVERGENCE DEBATE 

 

Definition of corporate governance: 

‘Corporate governance is the system by which business corporations are directed 

and controlled. The corporate governance structure specifies the distribution of rights 

and responsibilities among different participants in the corporation, such as the 

board, managers, shareholders and other stakeholders, and spells out the rules and 

procedures for making decisions on corporate affairs. By doing this, it also provides 

the structure through which the company objectives are set, and the means of 

attaining those objectives and monitoring performance’ (OECD Principles of 

Corporate Governance, 1999)… it is a little bit dated – to the extent that it doesn’t 

take into account the corporate social responsibility, but we can definitely put 

corporate social responsibility as part of monitoring the performance – it all depends 

what we mean by performance  

à THIS MEANS THAT… 

Corporate governance studies: 

- How corporations are governed 

- How the relationship among key actors in a modern corporation is organised – 

that is, the interaction among shareholders, managers, the board of directors 

and a variety of stakeholders (e.g. employees, suppliers, customers, local 

communities, regulators). 

- What roles and responsibilities these actors have?  

- Overall, how well the company is managed in terms of achieving business 

objectives and being monitored in its performance 

- And also how sustainable it is towards society and the environment  
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• Example (Lagna, 2015):  

• Agnelli family (blockholders of car-manufacturer FIAT—now FCA) used 

complex financial and accounting strategies to maintain control of 

FIAT—a typical case of rent-seeking behaviour by blockholders. 

• Agnellis’ practices were illegal and Italian stock market regulator 

intervened. (happened between 2005 and 2010) 

• Many economic pundits supported Agnellis because they made sure 

FIAT did not end in foreign hands. – economic nationalism with a 

stakeholder model of corporate governance opposes the convergence 

of corporate governance practices towards the shareholder system, 

and all that entails in regard to managerial accountability, public 

disclosure of information, protection of minority shareholders, etc 

 

EVIDENCE AND POSSIBLE OUCOMES: 
 
Country-level evidence 

• Focus of country-level research:  

• adoption of good corporate governance codes. 

• Legal reforms/regulatory changes (e.g. requirement of outside 

directors, stringent information disclosure rules, protection of minority 

shareholders/creditors; takeover rules). 

• Country-level changes—e.g. spread of CEO-options pay; hostile 

takeovers trends; presence of institutional investors.   

• Two broad conclusions from empirical studies at the country level:    

• there is limited evidence that country-level convergence to a 

shareholder model of CG is occurring.  

• When there is apparent convergence, much of it is convergence in 

form rather than substance. à i.e. in the case of Italy, there are a lot of 

and the tired legal system is quite conducive to shareholder orientated 

practice, but practically speaking firm often find many loopholes and 

different regulatory pathways to make sure that ownership remains 

concentrated in the hands of a few blockholders   

• See Yoshikawa and Rasheed (2009).  
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• He also introduced stricter mechanisms of auditing internal control for the firm. 

… 

Enron’s board: asleep at the wheel: (i.e. the role that the board of directors played in 

the scandal)  

• Enron’s board of directors: (they failed in so many aspects!!) 

• failed to safeguard shareholders and stakeholders.  

• Allowed Enron’s executives to engage in high-risk accounting.  

• Allowed Enron’s CFO to operate the LJM private equity funds which 

profited from transacting with Enron.  

• The board of directors ignored Enron’s use of off-balance-sheet tools 

(securitization) to hide debt and losses that the CFO was using.  

• Failed to stop misuse of company’s money. 

• Was not independent vis-à-vis the executives. – this is one of the major 

problems of the board of directors when they’re not independent  

• Overall, the board of directors ignored many red flags: 

1. Audit committee told Enron accounting practices “push limits” 

2. Board Approves Fastow’s Code of waiver for LJM1 

3. Whitewing moved off-balance sheet with $1.5 billion 

4. Board approves second Fastow waiver for LJM2 

5. LJM2 update: “Q41999: 8 days/ 6 deals/ $125 million”; 

6. Executive committee approves third Raptor II 

7. “Project Summer” to sell $6 billion in assets fails;  

      Board approves Raptor III/ IV 

8. Board approves third Fastow waiver for LJM3;  

     Board told $27 billion in assets off-balance sheet 

9. Board told total revenues jump from $40 billion in 1999 to  

$100 billion in 2000: Audit and finance Committees review  

LJM procedures and for Y2000 transactions  

10. Fortune article questions Enron’s earnings and accounting 

11. Board told 64% of asset portfolio “Troubled” or “Not  

      performing”; 45 million Enron shares at risk in Raptors &  

           Whitewing 

12. Board told of $2.3 billion deficit in market value of Enron’s 

international assets 
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• Business Roundtable’s statement 

 

 

Lecture 6: corporate governance in Italy 

 

Learning outcomes: 

• By the end of this lecture, you should be able to: 

• Recognize the Italian model of corporate governance in its historical 

trajectory, present-day features and transformations. 

• Describe the strengths and weaknesses of Italian corporate 

governance. 

• Discuss the Parmalat scandal as a case showing the disadvantages of 

Italian corporate governance.  

 

The historical evolution of Italian CG: 

à how Italian CG looked like: 

- Before World War II 

- After World War II 

- 1960s-1980s: the power of Mediobanca 

- 1980s stock market boom 

- 1990s reforms – which push Italian CG a little bit in the direction of 

shareholder value 

 

US CG and Italian CG: brief comparison (this will help clarify the main differences 

between the two contexts) 

• US and UK: wide separation of ownership and control (Berle and Means, 

1932) – this is a situation where we have many shareholders that are 

dispersed and don’t own substantial amount of shares of a given company, 

which means that they can’t exert that much control over the managers of a 

given company… / shareholders aim at making managers accountable 

(principal-agent problem).  

• EU countries have narrow ownership-control separation:   

• Fewer listed companies on the stock market.  
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• The day-to-day running of business taken care of by the management 

board (Vorstaand).  

• Due to the co-determination Act à representatives of both workers and 

shareholders sit on the supervisory board  

• See Carter and Lorsch (2004).  

… 

Vocational training: 

• It’s a highly structured system in Germany – and this is quite important in 

Germany because it helps you understand the important role that workers 

play in companies 

• The training system for workers is rooted in arrangements among employer 

associations, trade unions, and the state. 

• Firms participate in occupational training (vocational training) to create 

publicly certified skills that are portable across firms. 

• The firms’ involvement in skill creation / skill development assures there are 

high levels of training and makes sure that workers and German companies 

are quite competitive on global markets.  

• See Culpepper and Finegold (1999); Thelen (2004).  

… 

Social market economy: (THE FINAL ASPECT) 

à this affects not just elements of corporate governance, but it is a truly political-

economic system / or even a political-economic ideology we can say 

• All aspects of German corporate governance (e.g. co-determination) during 

the post-war period were embedded within the political-economic system 

known as ‘social market economy’ (soziale Marktwirtschaft). 

• Since the post-war period, German politics and business championed a 

capitalist economy – which was blended with aspects such as strong labor 

protection, trade union influence and generous welfare state (Crouch and 

Streeck, 1997; Streeck (2010). – this is very much in line with the idea of 

having workers sitting on the board of directors according to the core 

determination formula  

• See role of CDU politicians Konrad Adenauer and Ludwig Erhard. 

… 
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• Then focus on the context post-WWII… so, how this CG evolved 

(during the post-war period) and main features that characterised 

Germany CG… mainly:  

• Concentrated corporate ownership. 

• A close relationship between banks and firms.  

• A limited role played by the stock market. 

• The co-determination legal formula.  

• A board of directors that has a dual structure / a two-tier 

structure.  

• Highly structured vocational training system, or the overall 

labour market.  

• Finally, look at the overall political-economic system that was a 

major political and economic (/ business) forces established 

during the post-war period in Germany – so the system of social 

market economy as a political-economic compromise reached 

by industrialists, financiers, trade unionists and politicians 

(mainly the Christian Democrats and Social Democrats). 

• After that be very clear on the advantages and disadvantages of German 

corporate governance. 

• And look at the main reforms of corporate governance in Germany since the 

late 1980s/early 1990s. – particularly pay attention to the active role played 

by: 

• Large private/commercial banks. 

• Political parties, especially Social Democrats. 

• And the major reforms in support of ‘shareholder democracy’—e.g. 

KonTraG. 

• Coursework (try to remember to think critically): and how hybridity looks like in 

Germany… so, pay attention to what dimensions of German corporate 

governance have ‘hybridized’?  

• In-class lecture: use the Volkswagen emission scandal to illustrate / explain 

the core elements and disadvantages of German corporate governance.  

 

TO CONCLUDE: 

Your future career 
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