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I. Introduction

The role of government in corporations has been a major issue for a long time and recently
the debate of state versus private ownership has been reopened because of the need for government
intervention in firms, an act associated with market failure (see Megginson et al. (1994),
Megginson (2000), Megginson and Netter (2001)). Further, the last two years have brought a
significant shift from free market capitalism towards state ownership and control across the globe.
During March 2009 in the US, the Obama administration used the threat of refusing to give bailout
money to force out GM’s CEO Rick Wagoner and most of the board members. Further, three top
executives of Caisse d'Epargne, France's third-largest retail bank, resigned in October 2008 after
the bank suffered a loss of € 600m on trading derivatives. President Nicolas Sarkozy and the
French government urged the bank's executives to "take the consequences” of the huge losses and
welcomed the resignations of the bank leadership®. These acts highlight the degree of government
interventions in the private industry.

This study investigates the impact of government intervention on corporate governance
using 171 privatized companies in a sample of 1327 companies from 14 European Union (EU)
countries during the period from 2003 to 2008. | use nine proxies for government intervention that
are split into two groups. The first group includes the aggregate government intervention,
measuring whether companies that have gone through the privatization process or not, and the
overall level of retained government ownership. The second group includes the disaggregated
measures of government intervention including seven sub-categories: federal government
ownership, local government ownership, government pension funds’ ownership, bailed out
companies’ ownership, sovereign wealth funds’ ownership, privatized companies’ ownership, and
royal families” ownership. The evidence in the paper suggests that aggregate government
intervention as proxied by former state-owned enterprises (SOEs) leads to better corporate

governance. After disaggregating different types of government influence, | find that ownership by
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privatized companies, sovereign wealth funds, and bailed out companies is positively related to
corporate governance quality. Further, | find that federal government ownership has a weak
negative relationship with corporate governance quality, and ownership by royal families and
pension funds has a weak positive relationship with corporate governance quality. Overall, the
results suggest that privatized firms exhibit higher quality corporate governance than non-
privatized firms? after controlling for country characteristics. In other words, corporate governance
mechanisms of privatized firms tend to counterbalance the weaker civil law and bank-based
systems. Further, one explanation of the positive effect of ownership by privatized companies on
corporate governance is that these companies have been through reforms and are more concerned
about making effective corporate governance improvements. Additionally, one can argue that
ownership by sovereign wealth funds and pension funds contributes to better corporate governance
practices because these funds may have long-term investment horizons and lower need for income
and liquidity in the short-term. The study shows that adding country characteristics explains from
62 percent to 68 percent of the variance in the corporate governance ratings, while firm
characteristics explain a very small percent of the variance in the governance ratings.

This paper addresses the question of whether government intervention in companies
matters for the corporate governance practices of firms. On the one hand, the presence of a
government stake in a company may provide an inherent commitment to better management
practices and be associated with greater level of monitoring. Thus, one can argue that the
government may exert more control and pressure for improving the corporate governance structure
when the state has a greater stake in the firm. Consistent with D'Souza et al (2007), the
involvement of the governments may support the formation of strategic relations with foreign
investors, put into practice share ownership plans by employees, and other strategic restructurings

of the businesses that improve their long-term outlook. Alternatively, government ownership in a

2| use the term “non-privatized firms” to indicate firms that have never been controlled by the government.
There are no fully state-owned firms in the sample.



firm may lead to suboptimal governance mechanisms, such as the government supporting an
excess number of workers. According to Megginson (2005), when the government uses its stake in
the firm for political reasons, the investors of the firm could suffer negative consequences. Further,
retained government ownership may raise the cost of capital when the firm attempts to issue more
debt (Borisova (2009)). The purpose of this study is to examine the effect of government
intervention as measured by privatization and by the degree of retained government ownership on
the corporate governance practices of firms.

Although a large body of research documents the positive performance effects from
privatization (Megginson et al. (1994), D’Souza and Megginson (1999)), the question of whether
government intervention leads to better corporate governance systems has been largely neglected
by researchers. To the best of my knowledge, very few papers have studied how the level of
retained government ownership affects the governance ratings of firms across countries in the EU.
The present study fills this void. The first hypothesis is that corporate governance ratings differ
across privatized and non-privatized firms. The second hypothesis is that aggregate government
intervention as captured by privatized firms causes those firms to adopt better corporate
governance mechanisms after controlling for country characteristics, such as the legal
environment. This research question agrees with Sachs et al. (2000), Djankov and Murrell (2000,
2002), and Bortolotti et al. (2003). The third hypothesis is that changes in the percentage of the
disaggregated government ownership variables lead to changes in the corporate governance
structure of the firm after controlling for country characteristics. As noted by D'Souza et al. (2005)
government ownership and foreign ownership variables each has significant effect on the
performance of privatized firms. Based on D’Souza and Megginson (1999), reduced government
control and more private ownership are related to increases in the efficiency of privatized firms.
The research questions are consistent with the paper by Megginson and Netter (2001) that
describes how privatization leads to a major change in the corporate governance practices of the

firm and creates an effective corporate governance system.



Corporate governance provides an assurance to investors that they will receive a return on
their investment (Shleifer and Vishny (1997)). Firms with higher CGQ scores are perceived as
more investor-friendly because they use more transparent practices in the allocation of “decision
and control rights” (Anderson and Gupta (2009)). More recently, researchers have illustrated that
observable firm characteristics explain only a very small fraction of the variance in governance
ratings, while country characteristics have much greater explanatory power for the variance of
governance scores (Doidge et al. (2007)). LaPorta et al. (1998) describe the legal system as a vital
determinant of the corporate governance structure in a country. Specifically, the degree of
protection of investors’ rights and their enforcement are fundamental factors for the development
of solid corporate governance mechanisms. The authors find that the laws in common law
countries provide stronger protection for shareholders compared to the laws in civil law countries.

The view that firms incur opportunity costs when they implement better corporate
governance structures is supported by contracting theory (Jensen and Meckling (1976)) and
transactions-cost theory (Coase (1937)). Thus, managers of privatized companies perform cost
benefit analysis when they try to improve their corporate governance mechanisms within their
country’s legal system. Consequently, researchers exploring the privatization-governance
relationship have to incorporate the country’s legal system into the firm-level corporate
governance analysis.

The rest of the paper is organized as follows. The second section summarizes the relevant
literature on privatization and corporate governance. Section Il discusses the empirical
hypotheses, and section IV addresses the data set. In section V, | present the econometric
methodology. Section VI presents the results, analysis and robustness checks, and section VII

provides a brief conclusion.



Il. Literature Review

Megginson and Netter (2001) survey the privatization related literature of more than 225
papers covering various areas and aspects of privatization. The authors suggest that the structure
and strength of the legal system will affect the final outcome from undertaking a privatization
program. In conclusion, the researchers state that privatization programs in the past two decades
have contributed to improvements in the corporate governance structures of firms.

The study by Megginson (2000) summarizes factors that determine an effective corporate
governance system. The paper emphasizes the importance of good governance systems for
countries implementing extensive privatization programs. Specifically, countries planning to
implement share issue privatization (SIP) programs have greater needs for better corporate
governance structures. The survey describes specific measures that governments perusing reforms
need to undertake to enhance their corporate governance structures and concludes with a
discussion of the economic benefits associated with the development of an effective governance
system.

Megginson et al. (1994) investigate 61 companies from 18 countries that were fully or
partially privatized over the period from 1961 to 1990. Comparing the pre- and post-privatization
performance, the authors find that after being privatized firms experience strong performance
improvement in terms of increased real sales, profitability, capital investment spending, work
force employed, and improved operating efficiency. Moreover, the privatized firms substantially
reduced their debt levels and increased their dividend payouts. Additional empirical evidence for
the post-privatization performance improvements of state-owned firms can be found in D’Souza
and Megginson (1999). The authors explore 85 companies form 28 industrialized countries over
the period 1990 to 1996. The findings point to increases in financial performance and operating
efficiency for the sample of privatized firms.

Claessens and Djankov (1998) analyze 6,354 newly-privatized firms in seven Eastern

European countries and find that privatized firms have five times higher total factor productivity



growth than state-owned companies. The results are significant even after controlling for the
endogeneity of the privatization method, the size of bank lending and subsidies, the degree of
corruption, and differences in legal systems across countries. Perotti and van Oijen (1999) point
out that investors perceive successful privatization programs as events that reduce political risk. As
a result, privatization programs foster the expansion and development of the capital market in the
country.

Using a 59-country sample of 630 SIPs during the period 1977 to 1997, Jones et al. (1999)
find that privatization programs are associated with political and economic policy objectives.
Boutchkova and Megginson (2000) examine how many individual shareholders are created in
certain large SIPs and their evolution over time. Privatized firms have a much larger number of
shareholders compared to matching non-privatized firms, although the total number of
shareholders in these privatization deals decreased by 33 percent within five years of the share
offering. In conclusion, the implications for the development of an effective corporate governance
system by the government are unclear. Dyck (2001) provides empirical evidence from 49 countries
of the relative importance of the governance framework in a country. The author shows that the
privatization outcome depends on the governance practices, which can improve the performance,
accountability of firms, and monitoring by investors.

Bortolotti et al. (2003) examine panel data of 34 countries over the period 1977 to 1999.
The authors report that privatization occurs in wealthy democracies having liquid stock markets
but burdened by high public debt. The results show that legal institutions are critical for
privatization of firms and that civil law countries enjoy lower privatization revenues. Further,
Bortolotti and Faccio (2009) document that the governments in civil law countries retain large
ownership positions, while the governments in common law countries use golden shares®.
Moreover, the authors find support for government control over privatized firms in countries with

proportional electoral rules and a centralized system of political authority.

% A special share that allows the government to veto decisions at shareholders’ meetings, for example.



After constructing a governance index for about 1500 large companies during the 1990s,
Gompers et al. (2003) find that firms with stronger shareholder rights have higher market value
and better financial performance. In another extension of this line of research, Black et al. (2006)
construct corporate governance index for 515 Korean companies during 2001. The authors show
that the corporate governance index is linked with higher share prices in emerging markets. La
Porta et al. (1999) study the ownership structure of large firms in 27 economies to determine the
controlling shareholder of the firms. The evidence points to firms typically controlled by families
or the State. Further, the controlling shareholders have power over the decisions in excess of their
cash flow rights. Lastly, the authors acknowledge that only countries with very good shareholder

protection have companies that are widely held.

I11. Empirical Hypotheses

The main objective of the paper is to study the impact of government intervention on the
quality of corporate governance. | extend the existing body of research related to both privatization
and corporate governance by empirically investigating an important but largely overlooked
relationship between the degree of government involvement and corporate governance practices of
businesses. The main contribution of the study is to evaluate whether government intervention is
beneficial and significant for the governance practices of companies across countries in the EU.
The paper also disaggregates government ownership into eight different categories to explore in
detail their impact on the quality of corporate governance. This is another central contribution of
the paper because it incorporates and analyzes several different measures of ownership.

There are three testable hypotheses in this study. The first hypothesis is that corporate
governance ratings differ across privatized and non-privatized firms. Because there are differences
in the degree of government interference in privatized firms compared to the one in non-privatized
firms, | expect significant variations between the CGQ scores of these two types of companies.

The second hypothesis is that aggregate government intervention as measured by previously



government-owned firms cause those firms to improve the quality of corporate governance after
controlling for country characteristics, such as the legal environment. This research question is in
line with Sachs et al. (2000), Djankov and Murrell (2000, 2002), Bortolotti et al. (2003), and
Megginson and Netter (2001). The process of privatization is viewed by researchers as a major
transformation of the corporate governance practices of the firms, and highly depends on the
economic and legal environment in the country. The third hypothesis is that changes in the
percentage of the disaggregated government ownership variables lead to changes in the corporate
governance structure of the firm after taking into account different country characteristics.
D'Souza et al. (2005) claim that the level of retained government ownership in the post-
privatization period should have an effect on the performance of the firm because of the change in
the objective function of the company. The papers by D’Souza and Megginson (1999) and
D'Souza et al. (2005) argue that greater degree of control by private owners is associated with
positive results for privatized firms. Along the same lines, a paper by Boycko et al. (1996)
suggests that privatized firms can improve their performance only if control rights are transferred
from the government to private investors. D'Souza et al. (2005) document significant effects of
government ownership and foreign ownership variables. The research questions are consistent
with the paper by Megginson and Netter (2001) that describes how privatization leads to a major
change in the corporate governance practices of the firm and creates an effective corporate

governance system.

IV. Data
A. Sample data

The companies in the sample are drawn from Thomson Worldscope maintained by
Thomson Financial, the corporate governance database supported by the Institutional Shareholder
Service (ISS), and the Privatization Barometer (PB) database funded by Fondazione IRI and

FEEM. | exclude firms that are based outside of the EU because they are not covered in the



Privatization Barometer database. | collect the relevant corporate data from Thomson Worldscope
and drop companies that have no available financial data. 1SS* contains global corporate
governance data on a firm level, with monthly updates beginning November 2003. The number of
firms from the 14 EU countries covered in the ISS database is equal to 1911. After dropping firms
without corresponding financial data, the final sample with CGQ data includes 1327 companies
from 14 EU countries from 2003 to June 2009. To perform the analysis, | define a fiscal year
period to start from July of the current year through June of the next year. For example, fiscal year
2008 covers July 2008 through June 2009. Since the ISS database is updated on the first day of the
month, CGQ scores are matched to the previous month accounting data. For example, December
2008 financial data are matched with January 2009 CGQ data.

After collecting companies’ data on 55 different criteria, ISS employs specific rating
factors to produce the CGQ rawscores. The corporate governance scores reflect many different
governance provisions used by firms. The composite CGQ rating comprises of eight core
categories as follows: (1) board of directors, (2) audit issues, (3) charter and bylaw provisions, (4)
anti-takeover provisions, (5) executive and director compensation, (6) progressive practices (7)
ownership, and (8) director education. According to the ISS coding scheme, higher CGQ scores
indicate better corporate governance of firms. The PB database covers privatized companies in 25
EU countries and provides additional information related to the privatization of the firms. The
sample of privatized firms is built based on the PB database and Thomson merger and acquisition
deals. Retained government ownership information is collected using Thomson Ownership data
and supplemented with the companies’ annual reports and PB. The final sample consists of 171

privatized companies in a sample of 1327 companies from 14 EU countries for the period from

* Institutional Shareholder Service is part of the RiskMetrics Group and supports a global database

with corporate governance ratings.
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2003 to 2008. In the data collection process, companies’ names from Thomson Financial were
manually matched with firms’ names from the CGQ database. Since a matching ID number is not
available for privatized firms, I manually check names of the privatized firms with companies’
names from Thomson Financial. To test the hypotheses, the final sample includes both fully and
partially privatized firms. Table 1 provides summary statistics for the sample companies and a

description of the final sample of firms.

B. Dependent Variable

Since the purpose of the study is to explain firm-level corporate governance quality, | use
CGQ scores as the dependent variable in the paper. This choice is motivated by the comprehensive
coverage of CGQ scores and is the consistent with previous research (Doidge et al. (2007)). CGQ
has the most widespread coverage in the industry, including ratings on 8,000 firms in more than 30
countries. The biggest advantage of using CGQ scores is that all ratings across different companies
in different countries are produced by the same entity. Consequently, CGQ reduces the bias that
arises when one tries to compare governance structures across countries. The ability to analyze and
compare companies’ corporate governance mechanisms is very important for researchers. The
CGQ scores were introduced by ISS to assist institutional investors to analyze the effect of
corporate governance practices on the performance of companies. The CGQ ratings are produced
following an objective and impartial criteria to evaluate corporate governance quality. To
minimized potential conflict of interest, RiskMetrics creates the CGQ ratings without any payment
by the firms. Lastly, the corporate governance database is not related to any other service provided
by RiskMetrics. A company can improve its ratings only if it modifies its corporate governance

structure.
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C. Independent Variables

The nine measures of government intervention that are of primary interest are the
privatization dummy and eight variables related to the percentage of retained government
ownership, which include the overall level of retained government ownership, federal government
ownership, local government ownership, government pension funds’ ownership, bailed out
companies’ ownership, sovereign wealth funds’ ownership, privatized companies’ ownership, and
royal families’ ownership. The privatization dummy variable indicates whether a firm has been
subject to privatization at any point in time, going back to the early days of privatization in
Europe. If a company has been privatized the privatization dummy is set equal to one; otherwise, it
is equal to zero.

The eight explanatory variables measuring the percentage of retained government
ownership are obtained on an annual basis. Data for the percentage of government ownership is
manually collected only for privatized firms. For each of the eight ownership categories, | have
separate data showing the percentage of retained ownership stake in the company from 2003 to
2008. Privatized companies' ownership represents the ownership by privatized companies, their
subsidiaries, and employees. Federal, local government, government holding companies, and
government pension funds ownership measures the overall residual stake held by the government
in the company. Federal government ownership and local government ownership represent the
level of ownership by the federal government and local government, respectively. Government
pension funds' ownership measures the residual stake held by the government pension funds in the
company. Sovereign wealth funds' ownership and royal families' ownership represent the level of
ownership by sovereign wealth funds and royal families. Bailed out companies' ownership is the
level of ownership by bailed out firms and their subsidiaries. The eight government ownership
variables allow me to discover the relationship between the level of retained ownership and the

strength of the firm’s corporate governance mechanisms.
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| also gather data on a variety of firm-level and country-level independent variables. The
paper includes eight firm-level measures that can potentially affect corporate governance and are
used as control variables. The firm size is measured as the log of the market value of total assets in
millions of US dollars, and leverage is the ratio of the book value of debt to the book value of
assets. Sales growth is the percentage sales growth computed as the change in current period sales
divided by the sales in the previous period. Consistent with La Porta et al. (2002), sales growth is a
proxy for growth opportunities and depends on the business conditions in the host country. Return
on assets (ROA) is calculated as earnings before interest and tax (EBIT) divided by total assets and
is used to measure firm profitability. Quick ratio is equal to the sum of cash, cash equivalents, and
receivables divided by current liabilities, and it represents the level of cash holdings. Capital
expenditure refers to the firm's funds used to acquire or upgrade its physical assets. External
finance is calculated for all companies as capital expenditures minus cash holdings divided by
capital expenditures. Several papers suggest the use of dependence on external finance as an
alternative measure of growth opportunities (Demirguc-Kunt and Maksimovic (1998), Rajan and
Zingales (1998), and Durnev and Kim (2005)). The need for external financing of a firm depends
on the magnitude of its investment opportunities relative to the size of its internal cash flows.
Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in year t
and zero otherwise.

The paper also incorporates four country-level metrics that are used as control variables.
Following La Porta et al. (1998, 2002), the EU countries are classified to civil law or common law
systems based on their legal origin. The civil law dummy variable takes a value of one if a country
has a civil law system and zero if a country has a common law system. Further, the countries are
categorized to either bank-based systems or market-based systems according to Demirguc-Kunt
and Levine (2001). Financial structure indicates the level of stock market development relative to
the development of the banking system. The financial structure dummy variable equals one if a

country has a bank-based system and is equal to zero if a country has a market-based system. GDP

13



per capita is measured as the log of gross domestic product per capita based on constant 2000 US
dollars. GDP growth is the annual percentage growth rate of GDP calculated at market prices
using a constant local currency. The GDP data are collected from the World Bank's World

Development Indicators (WDI) Database.

V. Methodology

This section lays out the econometric methodology for quantifying the impact of
government intervention on corporate governance. Using standard OLS, | regress the corporate
governance scores on the government intervention variable, a set of explanatory variables, and
control for year, industry, and country fixed effects. Moreover, | use firm-level clustered standard
errors to control for time-series dependence in the data. The model that is analyzed is, as follows:

Yie = @+ B1Gip + Xiefo + v + 1 + v + & Eq.1

where y; represents the vector of corporate governance scores, o is the constant term, 3; represents
a vector of coefficients, G;; is a vector of government intervention that is proxied by the
privatization dummy or the percentage of retained government ownership variables, X; is a matrix
of explanatory variables including both firm-level and country-level variables, B, is a vector of
coefficients, yi (k = 1...27) represents the industry fixed effects, p; (j = 1...14) are the country
fixed effects, v, (t = 1...6) represents the annual fixed effects, and ¢; is a classical error term.
Determining the sign and magnitude of the B, coefficient related to privatization or government
ownership variables is the primary objective of this study. A large and positive coefficient of f3;
would suggest that government intervention has beneficial effects and leads to the improvement of
the corporate governance quality. By including a number of firm-level and country-level control
variables that could explain the variation in the CGQ scores, | isolate the possibility that the results
may be distorted by firm-level financial measures or other fixed effects. Further, to reduce the
likelihood of endogeneity, | use one-year lags of the independent firm-level financial variables and

county-level metrics in the regressions. The ownership variables in levels and changes are not
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lagged because they are recorded during the corresponding year but before the release of the CGQ
scores.

In addition, | implement a matching procedure based on a propensity score, which was
developed by Rosenbaum and Rubin (1983). The procedure controls for selectivity bias and the
differences in privatized firms by estimating the probability of privatization based on a set of
selected explanatory variables. In this matching method, 1 compare only those companies that have
similar values of selected explanatory variables across privatized and non-privatized firms. By
doing so, | can balance the control variables in the two groups of firms. Propensity score matching
represents an alternative method for estimating the effect of privatization when privatization
assignment is not random, but is unconfounded. The goal of matching is to generate a group of
non-privatized firms that has zero comparison group bias rather than just have similar independent
variables across privatized and non-privatized companies. The propensity score assumes that
privatization is independent of outcomes given Z and is computed is, as follows:

P(Zi) = Pr (Privatizationy = 1|Z;) Eq. 2
where P(Z;) is the propensity score, Z; is a matrix of explanatory variables including both firm-
level and country-level variables, and Pr (Privatization;. = 1|Z;) is the probability of privatization.
Specifically, | estimate a probit model that predicts the probability of privatization using a set of
explanatory variables. Then, the average effect of treatment on the treated (ATT) for privatized
and non-privatized companies is identified by the size and significance of the ATT coefficient. The
paper employs two regression methods using the estimated propensity scores. The first method

incorporates the propensity score directly in a regression model, as follows:
Yie = @+ B1Gie + XieBr + BsD(Zir) + Vi 1 + v + &5 Eg.3
where p(Z;;) is the estimated vector of propensity scores. The second method incorporates the

propensity score and the heterogeneity in the effect due to the interaction between the privatization

dummy and the Z matrix of explanatory variables, as shown in the following regression model:
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Vit = a + B1Gir + Xie 2 + B3D(Zie) + 546(23(Zit) — pA(th)) +yr+uj+ve+e, Eq. b

where the mean value of the estimated propensity score is denoted by p(Z,;).

VI. Results
In this section, the three empirical hypotheses are addressed in each subsection, various

estimation results are presented, and a discussion of the findings is provided.

A. Differences in CGQ scores between privatized and non-privatized firms

To investigate the first hypothesis that corporate governance ratings differ across
privatized and non-privatized firms, | use two different tests. First, | tests for differences in means
of corporate governance scores between privatized and non-privatized companies. Table 2 presents
the test results and provides evidence for significant differences between the corporate governance
ratings of privatized and non-privatized firms. Second, | report the mean CGQ scores for non-
privatized and privatized companies and the number of firms for each country in the sample. The
data for all countries except Portugal show that the CGQ scores of privatized firms are higher than
those of non-privatized firms. Table 3 reports the mean CGQ scores for non-privatized and

privatized firms and number of observations by country.

B. The effect of privatization on corporate governance

To analyze the second hypothesis that privatization of government-owned firms cause
those firms to improve the quality of corporate governance after controlling for country
characteristics, | run eight multivariate regressions of CGQ scores on the aggregate government
intervention measure and a set of control variables. In each of the regressions, the proxy for the
aggregate level of government intervention is the privatization dummy and all of independent

variables are in one-year lags to decrease the chances of endogeneity. The sign and significance of
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the privatization dummy is examined in the eight regressions that include different combinations
of country-level variables, yearly fixed effects, industry fixed effects, and country fixed effects.
The first two models in table 4 show that the coefficient of privatized firms is negative but
not significant for the corporate governance ratings. These results indicate that there is no relation
between privatization and corporate governance quality. In these two regressions, however, I don’t
control for the legal system or country fixed effects. Firm size as measured by log of total assets is
positive and significant across all models, showing that larger firms practice better corporate
governance. External finance is statistically significant with a very small positive coefficient,
which indicates that greater need for external financing is related to improvements in the quality of
corporate governance. One explanation of this result is that less developed legal and financial
systems may severely constrain firms that depend on external finance to support their operations
and limit their potential growth opportunities (Demirguc-Kunt and Maksimovic (1998)). Perhaps,
firms that need external financing are preparing for the due diligence process when
seeking new investors. Financial structure is negative and significant suggesting that firms
operating in market-oriented countries exhibit higher CGQ scores than those in bank-based
countries. Anderson and Gupta (2009) confirm these results and show that companies in market-
based countries tend to have higher market valuations. Nevertheless, these two regressions suffer
from omitted variable bias because they don’t control for the legal system or country fixed effects.
Models three through five in table 4 illustrate that the sign of the privatization dummy
becomes positive and significant after the regressions control for country fixed effects. One
explanation why privatized companies practice higher quality corporate governance is that they are
more transparent, accountable, and focused on building their reputation. Moreover, D'Souza et al.
(2007) argue that governments could restructure firms by improving the governance structure of

the firm before privatization. Some of the common approaches for the government to do so include
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establishing strategic relation with foreign investors, undertaking plans for employee share
ownership, or performing certain restructurings of the firm.

Model six reports the regression with the civil law dummy variable, which takes the value
of 1 for civil law countries and 0 for common law countries. The coefficient of the civil law
dummy variable is negative and significant at 1 percent for the corporate governance ratings, and
the privatization dummy is positive and significant at 5 percent. Financial structure becomes
positive and significant at the 1 percent level primarily because of the existence of an interaction
between the financial structure and the legal origin of the country. These results are supported by
Anderson and Gupta (2009) who demonstrate that the financial structure and legal system have a
significant joint effect and that both matter for the relationship between firm performance and
corporate governance quality in the host country. In model seven and eight, | exclude banks,
diversified financials, and real estate firms because they are more often subject to legal regulations
that are not applicable to other firms. The coefficient of the privatization dummy is positive and
significant at 10 percent in model seven and at 5 percent in model eight. The coefficient of the
civil law dummy is negative and significant at 1 percent in model eight. The previous results hold
true even after removing banks and financial companies from the sample.

After many different checks for robustness, | can conclude that privatized firms practice
higher quality corporate governance when they operate in a weaker civil law and bank-dominated
environment. The estimations suggest that corporate governance mechanisms of privatized firms
work to compensate for the weaker civil law and bank-based systems. The results are consistent

with Doidge et al. (2007).

C. The effect of retained government ownership on corporate governance
Given the positive impact of aggregate government intervention on corporate governance
quality, | disaggregate government intervention into different types of government ownership to

further study how each type of ownership is related to corporate governance. To analyze the third
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hypothesis that changes in the percentage of the different types of ownership variables lead to
changes in the corporate governance structure of the firm after controlling for country
characteristics, | use a set of multivariate regressions in levels and in first differences with
different combinations of control variables. In the reported regressions, almost all independent
variables are in one-year lags to reduce the probability of endogeneity. Table 5a presents eight
regressions in levels with four different ownership variables including ownership by privatized
companies, combined federal, local, holding, and pension funds, federal government, and local
government. The first two models report significant at 5 and 10 percent and positive effect of
ownership by privatized companies. One explanation is that these investing privatized firms have
been through all the reforms accompanied by the major ownership shift caused by privatization
and are conscious about making effective corporate governance improvements. As opposed to
non-privatized companies that may become stagnant in their corporate governance policies and
uninterested in improving them, privatized firms may be more concerned and focused on
enhancing the quality of their governance in order to cater to their new shareholders. The third and
fourth models report the coefficients of the combined federal, local, holding, and pension funds
ownership that are negative and, only for the third model, significant at 10 percent. Further,
models five and six illustrate negative and insignificant coefficients of federal government
ownership. The coefficients of local government ownership that are reported in models seven and
eight are negative and significant at the 10 percent level. The negative sign on federal and local
ownership could be related with the pursuit of regional and local development and policy goals.
Those types of ineffective government investments could possibly be deteriorating the quality of
corporate governance for federal and local government ownership.

Table 5b presents eight regressions in levels with four different ownership variable
including ownership by government pension funds, sovereign wealth funds, royal families, and
bailed out companies. To start with, the coefficients of ownership by pension funds that are

reported in the first two models are positive and, only for the second model, significant at 1
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percent. The third and fourth models show positive and statistically significant coefficients of
ownership by sovereign wealth funds. One can argue that ownership by sovereign wealth funds
improves the corporate governance practices of privatized firms because these funds may have
long-term investment horizons and lower requirements for income. As opposed to traditional
investors, most sovereign wealth funds don’t experience short-term liquidity needs and capital
constraints. Furthermore, models five and six illustrate the coefficients of ownership by royal
families, which are positive and, only for model five, significant at 10 percent. The association of
royal families with the government and their participation in public or social functions may lead to
more socially responsible investments and better corporate governance quality. Models seven and
eight report positive and significant at 5 percent coefficients of ownership by bailed out
companies. As with the privatized companied, bailed out companies may be more concerned about
making responsible investments associated with effective corporate governance improvements. All
the regressions in levels reported in tables 5a and 5b are considered to have a static interpretation
of the impact of ownership on corporate governance.

Multivariate analysis of changes in ownership and corporate governance are presented in
tables 6a and 6b. The reported models incorporate various country-level measures as control
variables. All the regression results are considered to have a dynamic interpretation of the impact
of changes in ownership on changes in corporate governance quality. In table 6a, the regressions in
first differences of almost all variable have four different ownership measures including ownership
by privatized companies, combined federal, local, holding, and pension funds, federal government,
and local government. In the first six models, ownership by privatized companies, combined
federal, local, holding, and pension funds, and federal government is not statistically significant.
Contrary to prior expectations, the coefficients of local government ownership that are reported in
models seven and eight are positive and significant at the 1 percent level. These results suggest
positive effects of changes in local government ownership on changes in corporate governance.

Overall, the switch in the sign of local government ownership remains perplexing and
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controversial. One possible explanation of the positive sign of local government ownership in the
regressions in changes is that the effects may be temporary in nature rather than long-term.

In table 6b, the regressions in first differences of almost all variables have four different
ownership measures including ownership by government pension funds, sovereign wealth funds,
royal families, and bailed out companies. Models one through six with ownership by government
pension funds, sovereign wealth funds, and royal families exhibit positive and significant
coefficients at the 10 percent level, supporting the previous results in the level regressions.
Further, the coefficients of ownership by bailed out companies in models seven and eight are
positive but not significant.

Tables 7a and 7b present multivariate regressions that exclude banks, diversified
financials, and real estate firms because these firms are often more heavily regulated and, which
may affect the results in the paper. The variables, including the eight ownership measures, in these
regressions are in levels. The models incorporate various country-level, yearly, industry, and
country fixed effects as control variables. After running the regressions for all models, | find that
the ownership coefficients in tables 7a and 7b have the same sign and level of significance as the
ownership coefficients in tables 5a and 5b and that there is only a slight variation is in the
magnitude of the coefficients. Further, the explanations of all coefficients remain the same as
before.

After excluding banks, diversified financials, and real estate firms, | present multivariate
analysis of changes in ownership and corporate governance in table 8a and 8b. Almost all
independent variables, including the eight ownership measures, in these regressions are in first
differences. Dynamic interpretations of the impacts of changes in ownership on changes in
corporate governance quality are suggested. The reported models incorporate various country-level
measures as control variables. After running all regressions, | find that the ownership coefficients
in tables 8a and 8b have the same sign and level of significance as the ownership coefficients in

tables 6a and 6b, except for ownership by government pension funds, which has positive and
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statistically significant coefficient at the 5 percent level in table 8b. Additionally, there is only a
slight variation is in the size of the ownership coefficients across the various regressions.
Furthermore, the interpretation of the sign and significance of all coefficients is still the same as

before.

D. Robustness checks of the effect of privatization on corporate governance using the propensity
score matching method

To support the robustness of my previous findings about aggregate government
intervention, | conduct additional analysis with the entire data set presented in table 9.
Specifically, | perform the propensity score matching method on the privatization dummy using a
number of variables including log of total assets, sales growth, ROA, external finance, log of GDP
per capita, and civil law dummy. Using the propensity score method, | successfully match
privatized companies with corresponding non-privatized firms. Even after matching, | still find
statistically significant differences in the CGQ scores between privatized and non-privatized firms.
The evidence suggests that privatized companies have higher CGQ scores than their non-
privatized counterparts. The coefficient of the average effect of treatment on the treated (ATT) for
privatized and non-privatized companies is equal to 4.338. In the multivariate regressions, the
dependent variable is the corporate governance quotient, and the independent variables are one-
year lags of the propensity score, the interaction of the privatization dummy and the propensity
score, and other firm-level, country-level, year dummy, industry dummy, and country dummy
variables. The first propensity score model point to positive and significant at 10 percent effect of
the privatization dummy. The second propensity score model includes the interaction of the
privatization dummy and the propensity score as denoted by DPscore bar in order to account for
the heterogeneity in the effect due to the interaction between the privatization dummy and the
matrix of explanatory variables. The coefficient of the privatization dummy in the second model is

positive and statistically significant at the 1 percent level, a pattern for government intervention
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previously found in table 4. Figure 1 in the appendix presents two “box-and-whisker” plots that
provide additional evidence on the overlap of the observables of privatized and non-privatized
firms based on the implemented propensity scores matching procedure. The horizontal lines in
each box represent the statistical median of each group of firms. The amount of the overlap in the
two plots implies similarities of the explanatory variables for privatized and non-privatized firms.
After excluding banks, diversified financials, and real estate firms, | estimate the
propensity score again and conduct multivariate analysis reported in models three and four of table
9. The coefficient of the average effect of treatment on the treated (ATT) for privatized and non-
privatized companies is significant and equal to 3.967. The third propensity score model shows
positive and significant at 10 percent effect of the privatization dummy. After accounting for the
heterogeneity in the effect due to the interaction between the privatization dummy and the matrix
of explanatory variables, | find that the coefficient of the privatization dummy becomes positive
and significant at the 1 percent level, as reported in model four. The explanations from the
previous sections hold true in the above regressions. As reported in Figure 2 in the appendix, the
two “box-and-whisker” plots give further evidence on the overlap of the explanatory variables of
privatized and non-privatized firms according to the estimated propensity scores method. The
additional robustness checks using propensity score matching confirm that privatized firms

practice higher quality corporate governance than their non-privatized counterparts.

VII. Conclusion

This study provides important new findings regarding the impact of government
intervention on corporate governance using 171 privatized companies in a broad sample of 1327
EU companies. This is the first paper to use a large panel data of firms across countries that have
different legal origins and financial structures and have traditionally been exposed to more
government control in order to analyze different aspects of government intervention on corporate

governance. It is surprising that other studies have not analyzed in depth the effect of government
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intervention through privatization and the levels of retained government ownership stakes on the
quality of corporate governance. The main findings of the paper show that privatized firms
implement stronger governance mechanisms compared to non-privatized firms after controlling for
country characteristics. The results suggest that corporate governance mechanisms of privatized
firms work to counterbalance the civil law and bank-based systems, consistent with Bortolotti et
al. (2003) and Megginson and Netter (2001). After disaggregating government ownership into
different types, | find that ownership by privatized companies, sovereign wealth funds, and bailed
out companies has positive relation with corporate governance quality. Further, federal
government ownership has a weak negative relation with corporate governance quality, and
ownership by royal families and pension funds has a weak positive relation with corporate
governance quality.

In summary, the study provides robust evidence that privatized firms have significantly
better corporate governance quality. Given the widespread involvement of governments in
managing companies, the research questions addressed in the papers have become more politically
and economically significant and carry important policy implications. One implication of the study
is that privatized firms committed to higher quality corporate governance can access capital
markets on better terms. Nevertheless, differences in the costs and benefits of employing better
governance mechanisms must be taken into account when analyzing corporate governance
differences across firms. The results of the paper provide a basis for future research of the impact

of the government on the corporate governance behavior of the firm.

24



Appendix: Propensity Score Matching
Figure 1. Propensity Score Matching for All Firms

Propensity Score Matching
5%-tile, 25%-tile, 50%-tile, 75%-tile, 95%-tile

L =

Non-Privatized Firms Privatized Firms
Propensity Score for All Firms

Figure 2. Propensity Score Matching without Banks, Diversified Financials, and Real Estate Firms

Propensity Score Matching
5%-tile, 25%-tile, 50%-tile, 75%-tile, 95%-tile

L=

Non-Privatized Firms Privatized Firms
Propensity Score without Banks, Diversified Financials, and Real Estate Firms
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Table 1.
Summary Statistics and Sample of Firms

This table presents summary statistics of firm characteristics, corporate governance, privatization, and country level variables for
1327 EU companies between 2003 and 2008. Moreover, the ownership variables are only for 171 privatized companies in the whole
sample. Log (assets) is the log of the market value of assets in millions of US$. Leverage is the ratio of the book value of debt to the
book value of assets. Sales growth is the percentage sales growth computed as the change in current period sales divided by the
sales in the previous period. ROA is the return on assets calculated as [EBIT / total assets]. Quick ratio equals [(cash+cash
equivalents+receivables)/ current liabilities]. Capital expenditure refers to the firm's funds used to acquire or upgrade its physical
assets. External finance is calculated for all companies as capital expenditures minus cash holdings divided by capital expenditures.
Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in year t and zero otherwise. CGQ score is
the corporate governance quotient calculated by the ISS. Privatization dummy is a dummy variable that equals one if a firm has been
privatized and zero otherwise. Privatized companies' ownership represents the ownerhsip by privatized comapnies, their
subsidiaries, and employees. Fed, local, holding, and pension ownership measures the residual stake held by the government in the
company. Federal government ownership and Local government ownership represent the level of ownership by the federal
government and local government, respectively. Government pension funds' ownership measures the residual stake held by the
government pension funds in the company. Sovereign wealth funds' ownership and Royal families' ownership represent the level of
ownership by sovereign wealth funds and royal families. Bailed out companies' ownership is the level of ownership by bailed out
firms and their subsidiaries. Civil Law dummy takes a value of one if a country has a civil law system and zero if a country has a
common law system. Financial structure equals one if a country has a bank-based system and is equal to zero if a country has a
market-based system. GDP growth and log (GDP per capita constant 2000 US$) are from the World Bank's WDI Database. A
description about the final sample of firms and the number of privatized firms is presented.

. N. 10th 90th
Variable obs. Mean Std. Dev. percentile Percentile
Panel A. Accounting statistics
Log (assets) 5717 8.056 2.113 5.499 10.869
Leverage 5716 0.255 0.193 0.013 0.478
Sales growth 5692 12.644 109.557 -9.130 31.460
ROA 5663 5.133 11.628 -1.360 14.240
Quick ratio 4780 1.154 1.611 0.440 1.780
Capital expenditure 5579 534.758 1786.982 3.710 1120.710
External finance 5054 -19.394 572.464 -11.756 0.881
Dividend dummy 5863 0.859 0.348 0.000 1.000
Panel B. Corporate governance guotient (CGQ)

CGQ score 5863 36.660 22.5643 4.9 60.9

Panel C. Ownership characteristics

Privatization dummy 5863 0.150 0.357 0.000 1.000
Privatized companies' ownership 848 5.067 7.514 0.415 11.265
Fed, local, holding & pension ownership 848 16.723 21.5275 0.19 51.32
Federal government ownership 848 8.214 17.311 0.000 36.480
Local government ownership 848 2.314 10.332 0.000 0.230
Government pension funds' ownership 848 0.644 1.032 0.000 1.380
Sovereign wealth funds' ownership 848 0.054 0.377 0.000 0.030
Royal families' ownership 848 0.003 0.017 0.000 0.000
Bailed out companies' ownership 848 0.231 0.875 0.000 0.500

. N. 10th 90th
Variable obs. Mean Std. Dev. percentile Percentile
Panel D. Legal Origin
Civil Law dummy 5863 0.558 0.497 0.000 1.000
Panel E. Economic Variables
Financial structure 5863 0.422 0.494 0.000 1.000
GDP growth 5863 2.449 1.170 0.784 3.834
Log (GDP per capita constant 2000 US$) 5863 10.094 0.221 9.684 10.257
Sample of Firms
Number of firms covered in the CGQ database by ISS 1911
Minus firms without corresponding financial data in Thomson One (584)

Final sample of firms 1327
Number of privatized firms in the final sample 171
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Table 2.
Differences between privatized and non-privatized firms

This table presents tests of differences in means for privatized vs. non-privatized
companies for firm characteristics and corporate governance. Log (assets) is the
log of the market value of assets in millions of US$. Leverage is the ratio of the
book value of debt to the book value of assets. Sales growth is the percentage
sales growth computed as the change in current period sales divided by the sales
in the previous period. Quick ratio equals [(cash+cash equivalents+receivables)/
current liabilities]. Capital expenditure refers to the firm's funds used to acquire or
upgrade its physical assets. External finance is calculated for all companies as
capital expenditures minus cash holdings divided by capital expenditures.
Dividend dummy is a dummy variable that takes a value of one if a firm paid
dividends in year t and zero otherwise. CGQ score is the corporate governance
quotient calculated by the ISS. The p-values report the significance of the
differences in means tests.

Mean P-value for
L o difference of means
Privatized Non-Privatized test
Log (assets) 9.73 7.76 0.000
Leverage 0.32 0.24 0.000
Sales growth 9.70 13.17 0.392
Quick ratio 0.89 1.20 0.000
Capital expenditure 1133.94 429.00 0.000
External finance -2.46 -22.04 0.406
Dividend dummy 0.91 0.85 0.000
CGQ score 31.09 37.64 0.000
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Table 3.

Privatized and Non-Privatized Observation Count by Country

This table presents mean CGQ scores and number of observations for
non-privatized and privatized companies for each country in the
sample. CGQ mean represents the mean values of the corporate
governance scores for non-privatized and privatized companies. N.
Obs. is the number of observations for non-privatized and privatized

companies.
Country Variable Non-Privatized Privatized
. CGQ mean 16.686 25.339
Austria
N. Obs. 67 62
. CGQ mean 13.117 20.550
Belgium
N. Obs. 140 12
CGQ mean 29.646 31.647
Germany
N. Obs. 465 69
Denmark CGQ mean 14.644 19.038
N. Obs. 123 17
. CGQ mean 16.339 28.363
Spain
N. Obs. 253 61
Einland CGQ mean 29.750 32.633
N. Obs. 128 60
CGQ mean 33.664 37.698
France
N. Obs. 341 163
United CGQ mean 53.368 55.759
Kingdom N. Obs. 2369 122
CGQ mean 2.823 6.878
Greece
N. Obs. 185 70
CGQ mean 46.781 58.425
Ireland
N. Obs. 87 12
Italy CGQ mean 25.446 26.734
N. Obs. 290 114
Netherlands CGQ mean 26.367 28.655
N. Obs. 253 32
CGQ mean 4.436 4.218
Portugal
oruga N. Obs. 42 44
Sweden CGQ mean 18.171 25.317
N. Obs. 240 42
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Table 4.
Multivariate Analysis of Privatization and Corporate Governance

This table presents OLS regression results. The dependent variable is the ISS corporate governance quotient, and the
explanatory variables follow. Firm data are from Thomson Worldscope. Privatization dummy is a dummy variable that equals one
if a firm has been privatized and zero otherwise. Log (assets) is the log of the market value of assets in millions of US$. Leverage
is the ratio of the book value of debt to the book value of assets. Sales growth is the percentage sales growth computed as the
change in current period sales divided by the sales in the previous period. ROA is the return on assets calculated as [EBIT / total
assets]. Quick ratio equals [(cash+cash equivalents+receivables)/ current liabilities]. Cap. expenditure refers to the firm's funds
used to acquire or upgrade its physical assets. External finance is calculated for all companies as capital expenditures minus cash
holdings divided by capital expenditures. Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in
year t and zero otherwise. GDP growth and log (GDP per capita constant 2000 US$) are from the World Bank's WDI database.
Civil Law dummy takes a value of one if a country has a civil law system and zero if a country has a common law system.
Financial structure equals one if a country has a bank-based system and is equal to zero if a country has a market-based system.
The presented models use one year lags of all explanatory variables. The first six models are based on the whole sample, and
models 7 and 8 are based on a sample that excludes banks, diversified financials, and real estate firms. The values in
parentheses are t-statistics based on standard errors that are clustered by firms. *, **, and *** indicate significance at the 10%,
5%, and 1% levels, respectively.
Without Financials

Model | Model Il Model IlI Model IV Model V Model VI Model VII Model VIII
Privatization -0.7794 -0.7649 1.7340** 1.6057* 1.9247* 2.7141%x 1.7710* 2.6662**
dummy (-0.54) (-0.50) (2.00) (1.88) (2.09) (2.59) (1.91) (2.51)
Log (assets) 0.7978** 1.4941%* 1.7064** 1.8453** 2.0304** 2.6861*** 2.0977*** 2.7363***
(2.48) (4.80) (9.11) (9.87) (10.15) (12.38) (10.42) (12.47)
Leverage 1.4563 1.5477 1.3028 1.3402 1.7605 -0.0296 1.5827 -0.1912
(0.64) (0.72) (0.94) (0.97) (1.25) (-0.02) (1.10) (-0.12)
Sales growth 0.0034 0.0016 -0.0001 -0.0005 -0.0002 -0.0003 -0.0003 -0.0003
(1.49) (1.45) (-0.19) (-1.36) (-0.58) (-0.55) (-0.81) (-0.62)
ROA -0.0084 -0.0701*** 0.0084 0.0096 0.0177 -0.0221 0.0142 -0.0256
(-0.29) (-2.61) (0.45) (0.55) (1.00) (-1.13) (0.80) (-1.31)
Quick ratio -0.2257 -0.0900 0.0948 0.1366 -0.0003 0.0837 -0.0189 0.0559
(-0.78) (-0.33) (0.66) (1.00) (-0.00) (0.45) (-0.12) (0.29)
Cap. 0.0006*** 0.0004* 0.0001 0.0000 -0.0000 -0.0001 -0.0000 -0.0001
expenditure (3.16) (1.92) (0.34) (0.17) (-0.11) (-0.28) (-0.16) (-0.32)
External Finance 0.0003*** 0.0003*** 0.0005*** 0.0004*** 0.0004*** 0.0003*** 0.0004*** 0.0003***
(6.31) (5.58) (11.70) (10.03) (8.58) (8.85) (8.52) (8.90)
Dividend dummy 1.8716 0.7022 -0.0620 -0.7313 -0.5587 -0.5374 -0.7076 -0.7526
(1.38) (0.57) (-0.08) (-1.00) (-0.78) (-0.68) (-0.98) (-0.94)
GDP growth 2.9880*** 1.0817** 3.3913%** 4.2883*** 4.2396*** -0.7312** 4.2819%* -0.6771*
(9.49) (2.53) (12.13) (20.17) (10.03) (-1.98) (10.07) (-1.80)
Log (GDP per 37.7407*** 30.2439** 122.2950***  -37.5741**  -36.5263** 23.0777**  -36.6090**  23.2578***
capita) (13.64) (10.42) (15.43) (-2.09) (-2.04) (9.29) (-2.01) (9.26)
Financial -9.3470%* -11.7689*** -7.4313%** -51.661*** -50.814*** 4.1631*** 14.9253*** 4.1616%*
structure (-7.88) (-9.58) (-2.65) (-3.35) (-3.30) (3.21) (4.51) (3.18)
Civil law dummy -29.4171%* -29.3056%**
(-26.86) (-26.37)
Intercept -355.158**  -289.435** -1 237.354**  386.702** 367.780** -209.875*** 357.574* -215.400%**
(-12.64) (-9.12) (-15.42) (2.11) (2.01) (-8.10) (1.90) (-8.36)
Year dummies no yes no yes yes yes yes yes
Industry
dummies no yes no no yes yes yes yes
Country
dummies no no yes yes yes no yes no
Observations 4589 4589 4589 4589 4589 4589 4504 4504
R-squared 0.31 0.43 0.62 0.67 0.68 0.63 0.68 0.62
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Table 5a.
Multivariate Analysis of Ownership and Corporate Governance

This table presents OLS regression results. The dependent variable is the ISS corporate governance quotient, and the explanatory
variables follow. Firm data are from Thomson Worldscope. Privatized companies' ownership represents the ownerhsip by privatized
comapnies, their subsidiaries, and employees. Fed, local, holding, and pension ownership measures the residual stake held by the
government in the company. Federal government ownership and Local government ownership represent the level of ownership by
the federal government and local government, respectively. Log (assets) is the log of the market value of assets in millions of US$.
Leverage is the ratio of the book value of debt to the book value of assets. Sales growth is the percentage sales growth computed as
the change in current period sales divided by the sales in the previous period. ROA is the return on assets calculated as [EBIT / total
assets]. Quick ratio equals [(cash+cash equivalents+receivables)/ current liabilities]. Cap. expenditure refers to the firm's funds used
to acquire or upgrade its physical assets. External finance is calculated for all companies as capital expenditures minus cash
holdings divided by capital expenditures. Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in
year t and zero otherwise. GDP growth and log (GDP per capita constant 2000 US$) are from the World Bank's WDI database. Civil
Law dummy takes a value of one if a country has a civil law system and zero if a country has a common law system. Financial
structure equals one if a country has a bank-based system and is equal to zero if a country has a market-based system. The
presented models use one year lags of all explanatory variables except for the ownership variables, which are recorded during the
corresponding year but before the release of the CGQ scores. The values in parentheses are t-statistics based on standard errors
that are clustered by firms. *, **, and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

Model | Model Il Model lll Model IV Model V Model VI Model VII Model VIII

Privatized 0.301** 0.243*

companies'

ownership (2.99) (1.89)

Fed, local, -0.088* -0.048

holding &

pension

ownership (-1.94) (-1.16)

Federal -0.079 -0.079

government

ownership (-1.39) (-1.39)

Local -0.121* -0.121*

government

ownership (-1.72) (-1.81)

Log (assets) 2.947%* 2.676*** 2.774%** 2.034%** 2.066*** 2.066*** 2.803*** 2.532%**
(2.89) (3.85) (4.03) (3.36) (3.33) (3.33) (2.70) (3.63)

Leverage 5.651 0.505 -0.627 -0.473 -0.472 -0.472 5.007 -0.060
(1.13) (0.13) (-0.16) (-0.14) (-0.14) (-0.14) (0.99) (-0.02)

Sales growth -0.007 -0.024 -0.010 -0.016 -0.021 -0.021 0.002 -0.015
(-0.31) (-1.20) (-0.52) (-0.92) (-1.28) (-1.28) (0.11) (-0.76)

ROA -0.069 -0.017 -0.018 0.049 0.048 0.048 -0.075 -0.023
(-0.78) (-0.24) (-0.27) (0.79) (0.79) (0.79) (-0.82) (-0.32)

Quick ratio 0.712 -0.667 -1.570 -1.378 -1.597 -1.597 0.337 -0.913
(0.26) (-0.30) (-0.73) (-0.85) (-0.98) (-0.98) (0.12) (-0.41)

Cap. 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

expenditure (0.54) (0.82) (0.69) (0.62) (0.63) (0.63) (0.51) (0.82)

External -0.044 -0.032 -0.029 -0.032 -0.035 -0.035 -0.036 -0.025

Finance (-1.21) (-0.96) (-1.00) (-1.06) (-1.19) (-1.19) (-1.00) (-0.76)

Dividend -4.886 -1.984 -2.309 -1.408 -1.332 -1.332 -4.470 -1.567

dummy (-1.39) (-0.74) (-1.00) (-0.71) (-0.69) (-0.69) (-1.24) (-0.58)

GDP growth 2.037** 1.114 1.353* 3.942%** 3.969*** 3.969*** 1.867* 0.932
(2.15) (1.58) (1.88) (3.43) (3.47) (3.47) (1.96) (1.24)

Log (GDP per 35.311%** 32.915%** 32.172%* -40.643 -42.499 -42.499 34.877%* 32.667***

capita) (7.17) (8.17) (8.02) (-1.11) (-1.16) (-1.16) (7.04) (7.84)

Financial -3.699 6.615** 6.701** -12.102***  -11.653** -1.176 -3.066 7.324%**

structure (-1.13) (2.48) (2.43) (-2.76) (-2.59) (-0.24) (-0.94) (2.73)

Civil law -26.263*** -24.701%** -29.682%** -26.501***

dummy (-9.99) (-8.05) (-2.94) (-10.35)

Intercept -349.295%**  -304.439***  -206.104*** 419.112 437.751 464.702 -341.718***  -208.967***
(-6.46) (-6.86) (-6.69) (1.13) (1.18) (1.24) (-6.30) (-6.58)

Year dummies yes yes yes yes yes yes yes yes

Industry

dummies no no no no no no no no

Country

dummies no no no yes yes yes no no

Observations 632 632 632 632 632 632 632 632

R-squared 0.41 0.53 0.54 0.59 0.59 0.59 0.41 0.53
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Table 5b.
Multivariate Analysis of Ownership and Corporate Governance

This table presents OLS regression results. The dependent variable is the ISS corporate governance quotient, and the explanatory
variables follow. Firm data are from Thomson Worldscope. Government pension funds' ownership measures the residual stake held by
the government pension funds in the company. Sovereign wealth funds' ownership and Royal families' ownership represent the level of
ownership by sovereign wealth funds and royal families, respectively. Bailed out companies' ownership is the level of ownership by
bailed out firms and their subsidiaries. Log (assets) is the log of the market value of assets in millions of US$. Leverage is the ratio of the
book value of debt to the book value of assets. Sales growth is the percentage sales growth computed as the change in current period
sales divided by the sales in the previous period. ROA is the return on assets calculated as [EBIT / total assets]. Quick ratio equals
[(cash+cash equivalents+receivables)/ current liabilities]. Cap. expenditure refers to the firm's funds used to acquire or upgrade its
physical assets. External finance is calculated for all companies as capital expenditures minus cash holdings divided by capital
expenditures. Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in year t and zero otherwise. GDP
growth and log (GDP per capita constant 2000 US$) are from the World Bank's WDI database. Civil Law dummy takes a value of one if a
country has a civil law system and zero if a country has a common law system. Financial structure equals one if a country has a bank-
based system and is equal to zero if a country has a market-based system. The presented models use one year lags of all explanatory
variables except for the ownership variables, which are recorded during the corresponding year but before the release of the CGQ
scores. The values in parentheses are t-statistics based on standard errors that are clustered by firms. *, **, and *** indicate significance
at the 10%, 5%, and 1% levels, respectively.

Model | Model Il Model Ill Model IV Model V Model VI Model VII Model VIII
Government pension 0.697 2.476%**
funds' ownership (0.80) (3.72)
Sovereign wealth 4.500*% 5.987**
funds' ownership (1.96) (2.43)
Royal families' 48.760* 32.849
ownership 2.77) (1.27)
Bailed out 1.118* 1.014*
companies'
ownership (2.05) (2.10)
Log (assets) 2.636*** 1.725%+* 2.638*** 1.867*** 2.547%** 1.825*** 2.607*** 1.854***
(3.75) (2.93) (3.74) (3.10) (3.59) (3.00) (3.69) (3.07)
Leverage -0.173 -0.669 -0.132 -0.345 0.114 -0.080 -0.321 -0.490
(-0.04) (-0.20) (-0.03) (-0.10) (0.03) (-0.02) (-0.08) (-0.14)
-0.021 -0.021 -0.019 -0.018 -0.018 -0.019 -0.019 -0.019
Sales growth (-1.04) (-1.25) (-0.94) (-1.08) (-0.92) (-1.16) (-0.95) (-1.16)
ROA -0.019 0.032 -0.019 0.045 -0.010 0.056 -0.015 0.051
(-0.26) (0.49) (-0.26) (0.69) (-0.13) (0.85) (-0.20) (0.80)
Quick ratio -1.261 -1.173 -1.293 -1.274 -1.303 -1.269 -1.218 -1.226
(-0.56) (-0.74) (-0.58) (-0.79) (-0.58) (-0.78) (-0.55) (-0.76)
Cap. expenditure 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
' (0.74) (0.66) (0.77) (0.69) (0.83) (0.72) (0.73) (0.62)
External Finance -0.029 -0.029 -0.029 -0.031 -0.022 -0.026 -0.029 -0.030
(-0.81) (-0.92) (-0.82) (-0.99) (-0.61) (-0.83) (-0.80) (-0.94)
Dividend dummy -1.857 -1.156 -1.695 -0.888 -1.868 -1.080 -1.962 -1.157
(-0.70) (-0.55) (-0.63) (-0.42) (-0.69) (-0.50) (-0.73) (-0.55)
GDP growth 1.067 4.228%** 1.097 3.801*** 1.071 3.938*** 1.060 3.760%**
(1.44) (3.60) (1.50) (3.25) (2.47) (3.42) (1.45) (3.22)
Log (GDP per 31.790%** -44.040 31.963*** -39.848 31.850%** -39.932 31.970*** -41.315
capita) (7.51) (-1.23) (7.64) (-1.10) (7.61) (-1.09) (7.75) (-1.13)
Financial structure 7.462%* 33.046%** 6.975** -13.604*** 6.834** -13.642%** 6.895%** -14.476***
(2.55) (6.77) (2.61) (-3.31) (2.60) (-3.38) (2.64) (-3.65)
Civil law dummy -26.748*** -25.989*** -26.648*** -26.324***
(-10.03) (-10.76) (-10.53) (-10.39)
Intercept -291.362*** 446.858 -293.431*** 412.215 -290.872*** 413.026 -292.917*** 426.866
(-6.29) (1.21) (-6.42) (1.12) (-6.34) (1.12) (-6.48) (1.15)
Year dummies yes yes yes yes yes yes yes yes
Industry dummies no no no no no no no no
Country dummies no yes no yes no yes no yes
Observations 632 632 632 632 632 632 632 632
R-squared 0.53 0.59 0.53 0.59 0.53 0.59 0.53 0.59
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Table 6a.

Multivariate Analysis of Changes in Ownership and Corporate Governance

This table presents OLS regression results. The dependent variable is the change in the ISS corporate governance quotient, and
the explanatory variables follow. Firm data are from Thomson Worldscope. Change in Privatized companies' ownership represents
the change in ownerhsip by privatized comapnies, their subsidiaries, and employees. Change in Fed, local, holding, and pension
ownership measures the change in the residual stake held by the government in the company. Change in Federal government
ownership and Change in Local government ownership represent the change in the level of ownership by the federal government
and local government, respectively. Change in Log (assets) is the change in log of the market value of assets in millions of US$.
Change in Leverage is the change in the ratio of the book value of debt to the book value of assets. Sales growth is the percentage
sales growth computed as the change in current period sales divided by the sales in the previous period. Change in ROA is the
change in the return on assets calculated as [EBIT / total assets]. Change in Quick ratio equals the change in [(cash+cash
equivalents+receivables)/ current liabilities]. Change in Cap. expenditure refers to the change in the firm's funds used to acquire or
upgrade its physical assets. Change in External finance is calculated for all companies as the change in capital expenditures minus
cash holdings divided by capital expenditures. Dividend dummy is a dummy variable that takes a value of one if a firm paid
dividends in year t and zero otherwise. GDP growth and Change in log (GDP per capita constant 2000 US$) are from the World
Bank's WDI database. Civil Law dummy takes a value of one if a country has a civil law system and zero if a country has a common
law system. Financial structure equals one if a country has a bank-based system and is equal to zero if a country has a market-
based system. The presented models use one year lags of all explanatory variables except for the change in ownership variables,
which are recorded, as a change, during the corresponding year but before the release of the change in the CGQ scores. The
values in parentheses are t-statistics based on standard errors that are clustered by firms. *, ** and *** indicate significance at the
10%, 5%, and 1% levels, respectively.

Model | Model Il Model IlI Model IV Model V. Model VI Model VIl Model VI
Change in Privatized 0.101 0.100
companies' ownership (0.39) (0.39)
Change in Fed, local, 0.045 0.045
holding & pension
ownership (0.34) (0.34)
Change in Federal 0.061 0.063
government ownership (0.37) (0.38)
Change in Local 1.315%** 1.315%**
government ownership (4.23) (4.20)
Change in Log (assets) -6.294* -6.316* -6.339* -6.368* -6.323* -6.371* -6.734* -6.741*
(-1.76) (-1.77) (-1.77) (-1.78) (-1.77) (-1.79) (-1.87) (-1.88)
. -4.954 -4.948 -4.876 -4.869 -4.952 -4.944 -4.254 -4.252
Change in Leverage (127)  (-126)  (-1.23) (-1.23) (125)  (-1.25) (-1.06) (-1.05)
0.019 0.019 0.019 0.020 0.019 0.019 0.027 0.027
Sales growth (0.42) (0.42) (0.42) (0.43) (0.41) (0.41) (0.59) (0.59)
. 0.087 0.087 0.084 0.084 0.084 0.084 0.090 0.090
Change in ROA (1.02) (1.02) (1.00) (1.00) (1.01) (1.00) (1.07) (1.07)
. . . -7.627** -7.624** -7.645** -7.639** -7.676** -7.667** -7.383** -7.382**
Change in Quick ratio (2.32)  (2.32)  (-2.35) (-2.35) (-2.35)  (-2.35) (-2.29) (-2.28)
Change in Cap. 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001**
expenditure (2.33) (2.32) (2.33) (2.33) (2.34) (2.34) (2.33) (2.33)
Change in External -0.193***  -0.193**  -0.195*** -0.195%*** -0.195%**  -0.195*** -0.200*** -0.200***
Finance (-5.79) (-5.79) (-5.98) (-5.98) (-5.95) (-5.96) (-6.91) (-6.90)
Dividend dummy 1.080 1.056 1.093 1.063 1.087 1.038 1.074 1.065
(0.84) (0.80) (0.84) (0.80) (0.84) (0.78) (0.83) (0.80)
GDP growth 2.312 2.341 2.271 2.308 2.305 2.366 1.977 1.987
(1.37) (1.41) (1.37) (1.43) (1.38) (1.44) (1.17) (1.19)
Change in Log (GDP per 121.543 118.432 127.415 123.316 125.907 119.423 162.899 161.766
capita) (0.60) (0.58) (0.65) (0.63) (0.64) (0.60) (0.80) (0.78)
Financial structure 3.270** 3.191 3.323** 3.220 3.238** 3.069 3.451** 3.423*
(2.03) (1.59) (2.12) (1.64) (2.01) (1.50) (2.09) (1.68)
Civil law dummy 0.166 0.220 0.360 0.060
(0.11) (0.15) (0.23) (0.04)
Intercept -7.059** -7.138*** -7.082** -7.186*** -7.030** -7.199%** -7.066** -7.094***
(-2.47) (-2.71) (-2.49) (-2.74) (-2.45) (-2.75) (-2.47) (-2.69)
Year dummies no no no no no no no no
Industry dummies no no no no no no no no
Country dummies no no no no no no no no
Observations 486 486 486 486 486 486 486 486
R-squared 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06
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Table 6b.
Multivariate Analysis of Changes in Ownership and Corporate Governance

This table presents OLS regression results. The dependent variable is the change in the ISS corporate governance quotient,
and the explanatory variables follow. Firm data are from Thomson Worldscope. Change in Government pension funds'
ownership measures the change in the residual stake held by the government pension funds in the company. Change in
Sovereign wealth funds' ownership and Change in Royal families' ownership represent the change in the level of ownership by
sovereign wealth funds and royal families, respectively. Change in Bailed out companies' ownership is the change in the level
of ownership by bailed out firms and their subsidiaries. Change in Log (assets) is the change in log of the market value of
assets in millions of US$. Change in Leverage is the change in the ratio of the book value of debt to the book value of assets.
Sales growth is the percentage sales growth computed as the change in current period sales divided by the sales in the
previous period. Change in ROA is the change in the return on assets calculated as [EBIT / total assets]. Change in Quick
ratio equals the change in [(cash+cash equivalents+receivables)/ current liabilities]. Change in Cap. expenditure refers to the
change in the firm's funds used to acquire or upgrade its physical assets. Change in External finance is calculated for all
companies as the change in capital expenditures minus cash holdings divided by capital expenditures. Dividend dummy is a
dummy variable that takes a value of one if a firm paid dividends in year t and zero otherwise. GDP growth and Change in log
(GDP per capita constant 2000 US$) are from the World Bank's WDI database. Civil Law dummy takes a value of one if a
country has a civil law system and zero if a country has a common law system. Financial structure equals one if a country has
a bank-based system and is equal to zero if a country has a market-based system. The presented models use one year lags
of all explanatory variables except for the change in ownership variables, which are recorded, as a change, during the
corresponding year but before the release of the change in the CGQ scores. The values in parentheses are t-statistics based
on standard errors that are clustered by firms. *, **, and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

Model | Model Il Model Il Model IV Model V Model VI Model VII  Model VIII
Change in Government 3.382* 3.384*
pension funds' ownership (1.86) (1.86)
Change in Sovereign wealth 5.031* 5.045*
funds' ownership (1.70) (1.69)
Change in Royal families' 60.743* 60.796*
ownership (1.96) (1.96)
Change in Bailed out 0.380 0.381
companies' ownership (0.76) (0.76)
Change in Log (assets) -8.129** -8.117** -6.256* -6.297* -6.577* -6.612* -6.333* -6.365*
(-2.20) (-2.19) (-1.77) (-1.78) (-1.84) (-1.85) (-1.78) (-1.79)
Change in Leverage -5.594 -5.598 -4.900 -4.890 -4.736 -4.727 -4.862 -4.854
(-1.44) (-1.44) (-1.24) (-1.23) (-1.19) (-1.19) (-1.23) (-1.23)
0.026 0.026 0.025 0.026 0.017 0.018 0.019 0.019
Sales growth (0.57) ©056) (055  (0.55) (0.38) (0.38) (0.41) (0.41)
. 0.040 0.040 0.086 0.086 0.079 0.079 0.084 0.083
Change in ROA (0.44) (0.44) (1.02) (1.02) (0.94) (0.93) (1.00) (0.99)
. . . -7.765** -7.768** -7.670** -7.662** -7.685** -7.680** -7.657** -7.652**
Change in Quick ratio (-2.42)  (242) (234  (233)  (-2.35) (-2.34) (-2.34) (-2.34)
. . 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001**
Change in Cap. expenditure |, 5y 253)  (239)  (2.38) (2.38) (2.37) (2.32) (2.31)
Change in External Finance -0.191***  -0.191**  -0.192***  -0.192***  -0.192*** -0.192%** -0.193*** -0.194***
(-5.56) (-5.55) (-5.62) (-5.62) (-5.92) (-5.92) (-5.92) (-5.92)
Dividend dummy 1.227 1.241 1.071 1.027 1.319 1.283 1.098 1.065
(0.96) (0.95) (0.84) (0.79) (1.04) (0.98) (0.86) (0.81)
GDP growth 2.314 2.297 2.348 2.402 2.330 2.374 2.345 2.385
(1.40) (1.41) (1.40) (1.47) (1.38) (1.44) (1.40) (1.46)
Change in Log (GDP per 117.807 119.647 117.724 111.867 118.594 113.776 116.285 111.887
capita) (0.59) (0.59) (0.59) (0.55) (0.59) (0.56) (0.58) (0.55)
Financial structure 3.216* 3.262 3.236** 3.089 3.285** 3.164 3.255** 3.145
(1.95) (1.59) (2.01) (1.55) (2.03) (1.58) (2.04) (1.58)
Civil law dummy -0.099 0.313 0.258 0.235
(-0.07) (0.21) (0.18) (0.16)
Intercept -6.903** -6.856** -7.139** -7.287*** -7.225** -7.348*** -7.091** -7.203*+*
(-2.37) (-2.59) (-2.51) (-2.78) (-2.53) (-2.79) (-2.50) (-2.77)
Year dummies no no no no no no no no
Industry dummies no no no no no no no no
Country dummies no no no no no no no no
Observations 486 486 486 486 486 486 486 486
R-squared 0.07 0.07 0.06 0.06 0.06 0.06 0.06 0.06
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Table 7a.
Multivariate Analysis of Ownership and Corporate Governance without Banks and Financials

This table presents OLS regression results. The dependent variable is the ISS corporate governance quotient, and the
explanatory variables follow. Firm data are from Thomson Worldscope. Privatized companies’ ownership represents the
ownerhsip by privatized comapnies, their subsidiaries, and employees. Fed, local, holding, and pension ownership measures the
residual stake held by the government in the company. Federal government ownership and Local government ownership
represent the level of ownership by the federal government and local government, respectively. Log (assets) is the log of the
market value of assets in millions of US$. Leverage is the ratio of the book value of debt to the book value of assets. Sales growth
is the percentage sales growth computed as the change in current period sales divided by the sales in the previous period. ROA is
the return on assets calculated as [EBIT / total assets]. Quick ratio equals [(cash+cash equivalents+receivables)/ current
liabilities]. Cap. expenditure refers to the firm's funds used to acquire or upgrade its physical assets. External finance is calculated
for all companies as capital expenditures minus cash holdings divided by capital expenditures. Dividend dummy is a dummy
variable that takes a value of one if a firm paid dividends in year t and zero otherwise. GDP growth and log (GDP per capita
constant 2000 US$) are from the World Bank's WDI database. Civil Law dummy takes a value of one if a country has a civil law
system and zero if a country has a common law system. Financial structure equals one if a country has a bank-based system and
is equal to zero if a country has a market-based system. The models are based on a sample that excludes banks, diversified
financials, and real estate firms. The presented models use one year lags of all explanatory variables except for the ownership
variables, which are recorded during the corresponding year but before the release of the CGQ scores. The values in parentheses
are t-statistics based on standard errors that are clustered by firms. *, **, and *** indicate significance at the 10%, 5%, and 1%
levels, respectively.

Without Banks, Div. Financials, and Real Estate
Model | Model Il Model Ill Model IV Model V Model VI Model VII Model VIII
Privatized 0.304** 0.244*
companies’
ownership (2.99) (2.90)
Fed, local, holding & -0.089* -0.048
pension ownership (-1.95) (-1.15)
Federal government -0.079 -0.079
ownership (-1.38) (-1.38)
Local government -0.122* -0.121*
ownership (-1.74) (-1.81)
Log (assets) 2.778%* 2.662%* 2.749%* 2.089%** 2.119%** 2.119%** 2.632* 2.519%**
(2.76) (3.82) (4.01) (3.40) (3.37) (3.37) (2.57) (3.61)
Leverage 5.207 0.231 -0.909 -0.746 -0.744 -0.744 4.563 -0.333
(1.04) (0.086) (-0.23) (-0.22) (-0.22) (-0.22) (0.92) (-0.09)
Sales growth -0.007 -0.024 -0.009 -0.015 -0.021 -0.021 0.002 -0.015
(-0.32) (-1.17) (-0.49) (-0.87) (-1.24) (-1.24) (0.12) (-0.74)
ROA -0.071 -0.016 -0.018 0.051 0.050 0.050 -0.077 -0.022
(-0.82) (-0.22) (-0.26) (0.82) (0.82) (0.82) (-0.86) (-0.30)
Quick ratio 0.736 -0.643 -1.554 -1.374 -1.593 -1.593 0.356 -0.896
0.27) (-0.29) (-0.72) (-0.84) (-0.97) (-0.97) (0.13) (-0.41)
. 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Cap. expenditure (0.70) (0.85) (0.72) (0.58) (0.59) (0.59) (0.67) (0.85)
. -0.044 -0.032 -0.029 -0.032 -0.035 -0.035 -0.036 -0.025
External Finance (-1.20) (-0.96) (-0.99) (-1.04) (-1.17) (-1.17) (-0.99) (-0.75)
Dividend dummy -5.863* -2.547 -2.909 -1.753 -1.680 -1.680 -5.420 -2.105
(-1.72) (-0.95) (-1.28) (-0.88) (-0.87) (-0.87) (-1.54) (-0.78)
GDP growth 2.086** 1.127 1.374* 3.856*** 3.884*** 3.884** 1.914* 0.943
(2.22) (1.60) (1.90) (3.35) (3.39) (3.39) (2.02) (1.25)
Log (GDP per 35.543%** 32.918%** 32.194%* -38.383 -40.257 -40.257 35.111%** 32.665***
capita) (7.21) (8.13) (7.99) (-1.03) (-1.08) (-1.08) (7.08) (7.80)
Financial structure -4.015 6.433* 6.481** -11.830***  -11.387** -0.993 -3.376 7.147%**
(-1.23) (2.37) (2.31) (-2.69) (-2.52) (-0.20) (-1.04) (2.63)
Civil law dummy -26.044%** -24.404%** -37.255%** -26.289***
(-9.54) (-7.62) (-4.08) (-9.90)
Intercept -364.515***  -321.026***  -312.205*** 379.486 398.319 425.180 -357.392%**  -315.,923***
(-6.96) (-7.38) (-7.21) (1.00) (1.05) (1.12) (-6.81) (-7.10)
Year dummies yes yes yes yes yes yes yes yes
Industry dummies no no no no no no no no
Country dummies no no no yes yes yes no no
Observations 627 627 627 627 627 627 627 627
R-squared 0.42 0.53 0.54 0.59 0.59 0.59 0.41 0.53
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Table 7b.
Multivariate Analysis of Ownership and Corporate Governance without Banks and Financials

This table presents OLS regression results. The dependent variable is the ISS corporate governance quotient, and the
explanatory variables follow. Firm data are from Thomson Worldscope. Government pension funds' ownership measures the
residual stake held by the government pension funds in the company. Sovereign wealth funds' ownership and Royal families'
ownership represent the level of ownership by sovereign wealth funds and royal families, respectively. Bailed out companies'
ownership is the level of ownership by bailed out firms and their subsidiaries. Log (assets) is the log of the market value of
assets in millions of US$. Leverage is the ratio of the book value of debt to the book value of assets. Sales growth is the
percentage sales growth computed as the change in current period sales divided by the sales in the previous period. ROA is
the return on assets calculated as [EBIT / total assets]. Quick ratio equals [(cash+cash equivalents+receivables)/ current
liabilities]. Cap. expenditure refers to the firm's funds used to acquire or upgrade its physical assets. External finance is
calculated for all companies as capital expenditures minus cash holdings divided by capital expenditures. Dividend dummy is
a dummy variable that takes a value of one if a firm paid dividends in year t and zero otherwise. GDP growth and log (GDP
per capita constant 2000 US$) are from the World Bank's WDI database. Civil Law dummy takes a value of one if a country
has a civil law system and zero if a country has a common law system. Financial structure equals one if a country has a
bank-based system and is equal to zero if a country has a market-based system. The models are based on a sample that
excludes banks, diversified financials, and real estate firms. The presented models use one year lags of all explanatory
variables except for the ownership variables, which are recorded during the corresponding year but before the release of the
CGQ scores. The values in parentheses are t-statistics based on standard errors that are clustered by firms. *, ** and ***
indicate significance at the 10%, 5%, and 1% levels, respectively.

Without Banks, Div. Financials, and Real Estate
Model Model
Model | Il Model Ill [\ Model V Model VI Model VII Model VIII
Government pension 0.825 2.714%**
funds' ownership (0.90) (4.48)
Sovereign wealth 4.364* 6.216**
funds' ownership (1.89) (2.39)
Royal families' 48.100* 32.549
ownership (1.75) (1.27)
Bailed out 1.111% 1.011*
companies'
ownership (2.04) (2.10)
Log (assets) 2.610%** 1.796** 2.630%** 1.935%** 2.538*+* 1.883** 2.596*** 1,911+
(3.71) (3.01) (3.73) (3.16) (3.57) (3.03) (3.66) (3.10)
Leverage -0.473 -1.019 -0.403 -0.630 -0.159 -0.354 -0.592 -0.762
(-0.12) (-0.31) (-0.10) (-0.18) (-0.04) (-0.10) (-0.15) (-0.22)
Sales growth -0.020 -0.020 -0.018 -0.017 -0.018 -0.019 -0.018 -0.019
(-1.02) (-1.20) (-0.92) (-1.03) (-0.89) (-1.12) (-0.92) (-1.12)
ROA -0.019 0.033 -0.018 0.047 -0.009 0.058 -0.014 0.054
(-0.26) (0.50) (-0.24) (0.72) (-0.12) (0.88) (-0.19) (0.83)
Quick ratio -1.239 -1.155 -1.275 -1.274 -1.287 -1.266 -1.201 -1.222
(-0.55) (-0.72) (-0.57) (-0.78) (-0.57) (-0.77) (-0.54) (-0.76)
. 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Cap. expenditure 0.77) (0.60) (0.79) (0.63) (0.85) (0.68) (0.75) (0.58)
. -0.028 -0.028 -0.029 -0.030 -0.022 -0.026 -0.029 -0.030
External Finance (-0.81) (-0.90) (-0.82) (-0.97) (-0.60) (-0.81) (-0.80) (-0.93)
Dividend dummy -2.448 -1.498 -2.225 -1.160 -2.398 -1.404 -2.501 -1.491
(-0.92) (-0.70) (-0.82) (-0.54) (-0.88) (-0.64) (-0.93) (-0.69)
GDP growth 1.072 4.145%* 1.108 3.698*+* 1.081 3.850%** 1.071 3.674%+*
(1.44) (3.51) (1.50) (3.16) (1.48) (3.34) (1.46) (3.14)
Log (GDP per 31.754*** -42.102 31.954** -37.336 31.841%** -37.571 31.961%** -39.001
capita) (7.48) (-1.16) (7.60) (-1.01) (7.57) (-1.01) (7.71) (-1.05)
Financial structure 7.385** -3.391 6.805** -10.812 6.666** -13.365%** 6.725** -14.199***
(2.51) (-0.34) (2.50) (-1.06) (2.50) (-3.28) (2.54) (-3.56)
Civil law dummy -26.545%* -25.811%* -26.450%** -26.124%*
(-9.68) (-10.29) (-10.07) (-9.95)
Intercept -307.936**  408.222 -310.325***  366.906 -307.474*** 372.345 -309.389*** 386.470
(-6.78) (1.09) (-6.92) (0.96) (-6.83) (0.99) (-6.97) (1.03)
Year dummies yes yes yes yes yes yes yes yes
Industry dummies no no no no no no no no
Country dummies no yes no yes no yes no yes
Observations 627 627 627 627 627 627 627 627
R-squared 0.53 0.60 0.53 0.59 0.53 0.59 0.53 0.59
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Table 8a.
Multivariate Analysis of Changes in Ownership and Corporate Governance without Banks and
Financials

This table presents OLS regression results. The dependent variable is the change in the ISS corporate governance quotient, and
the explanatory variables follow. Firm data are from Thomson Worldscope. Change in Privatized companies' ownership
represents the change in ownerhsip by privatized comapnies, their subsidiaries, and employees. Change in Fed, local, holding,
and pension ownership measures the change in the residual stake held by the government in the company. Change in Federal
government ownership and Change in Local government ownership represent the change in the level of ownership by the federal
government and local government, respectively. Change in Log (assets) is the change in log of the market value of assets in
millions of US$. Change in Leverage is the change in the ratio of the book value of debt to the book value of assets. Sales growth
is the percentage sales growth computed as the change in current period sales divided by the sales in the previous period.
Change in ROA is the change in the return on assets calculated as [EBIT / total assets]. Change in Quick ratio equals the change
in [(cash+cash equivalents+receivables)/ current liabilities]. Change in Cap. expenditure refers to the change in the firm's funds
used to acquire or upgrade its physical assets. Change in External finance is calculated for all companies as the change in
capital expenditures minus cash holdings divided by capital expenditures. Dividend dummy is a dummy variable that takes a
value of one if a firm paid dividends in year t and zero otherwise. GDP growth and Change in log (GDP per capita constant 2000
US$) are from the World Bank's WDI database. Civil Law dummy takes a value of one if a country has a civil law system and
zero if a country has a common law system. Financial structure equals one if a country has a bank-based system and is equal to
zero if a country has a market-based system. The models are based on a sample that excludes banks, diversified financials, and
real estate firms. The presented models use one year lags of all explanatory variables except for the change in ownership
variables, which are recorded, as a change, during the corresponding year but before the release of the change in the CGQ
scores. The values in parentheses are t-statistics based on standard errors that are clustered by firms. *, ** and *** indicate
significance at the 10%, 5%, and 1% levels, respectively.

Without Banks, Div. Financials, and Real Estate

Model | Model Il Model Il Model IV Model V. Model VI Model VIl Model VIl
Change in Privatized 0.067 0.065
companies' ownership (0.27) (0.26)
Change in Fed, local, 0.048 0.048
holding & pension
ownership (0.37) (0.37)
Change in Federal 0.057 0.064
government ownership (0.35) (0.38)
Change in Local 1.277*%** 1.272%**
government ownership (4.26) (4.25)

. -4.899 -4.973 -4.932 -5.011 -4.916 -5.011 -5.327 -5.386
Change in Log (assets) (-1.52) (-1.54) (-1.53) (-1.55) (-1.53) (-1.55) (-1.64) (-1.66)
Change in Leverage -5.346 -5.335 -5.302 -5.294 -5.370 -5.370 -4.687 -4.683

(-1.37) (-1.36) (-1.35) (-1.34) (-1.36) (-1.36) (-1.18) (-1.18)
Sales growth 0.010 0.011 0.011 0.011 0.010 0.011 0.018 0.019
(0.23) (0.24) (0.24) (0.25) (0.23) (0.24) (0.40) (0.41)
Change in ROA 0.066 0.065 0.064 0.064 0.064 0.064 0.070 0.070
(0.79) (0.78) (0.78) 0.77) (0.78) (0.78) (0.85) (0.85)
Change in Quick ratio -7.742** -7.726** -7.737** -7.718* S7.773%* -7.749** -7.488** -7.475%*
(-2.36) (-2.35) (-2.38) (-2.37) (-2.38) (-2.37) (-2.32) (-2.31)
Change in Cap. 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001**
expenditure (2.19) (2.19) (2.19) (2.19) (2.20) (2.20) (2.19) (2.19)
Change in External -0.191%*  -0.191***  -0.193***  -0.193***  -0.193**  -0.193**  -0.197*** -0.197***
Finance (-5.59) (-5.60) (-5.66) (-5.67) (-5.64) (-5.64) (-6.51) (-6.51)
Dividend dummy 0.495 0.382 0.513 0.392 0.505 0.362 0.502 0.410
(0.43) (0.32) (0.44) (0.33) (0.44) (0.30) (0.43) (0.34)
GDP growth 2.284 2.399 2.230 2.351 2.271 2.414 1.952 2.046
(1.38) (1.49) (1.37) (1.49) (1.38) (1.51) (1.18) (1.26)
Change in Log (GDP per 112.456 100.089 119.161 106.043 116.811 101.641 152.866 142.670
capita) (0.57) (0.50) (0.62) (0.55) (0.60) (0.52) (0.76) (0.70)
. . 2.831* 2.508 2.897* 2.554 2.808* 2.396 3.018* 2.756
Financial structure (1.83) (1.31) (1.92) (1.36) (1.81) (1.21) (1.90) (1.41)
. 0.670 0.716 0.857 0.545
Civil law dummy (0.48) (0.51) (0.58) (0.39)
Intercept -5.949** -6.245** -5.967** -6.284** -5.918** -6.292** -5.965** -6.206**
(-2.25) (-2.52) (-2.26) (-2.55) (-2.22) (-2.56) (-2.25) (-2.50)
Year dummies no no no no no no no no
Industry dummies no no no no no no no no
Country dummies no no no no no no no no
Observations 482 482 482 482 482 482 482 482
R-squared 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06
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Table 8b.
Multivariate Analysis of Changes in Ownership and Corporate Governance without Banks
and Financials

This table presents OLS regression results. The dependent variable is the change in the ISS corporate governance quotient, a
explanatory variables follow. Firm data are from Thomson Worldscope. Change in Government pension funds' ownership measur
change in the residual stake held by the government pension funds in the company. Change in Sovereign wealth funds' ownersh
Change in Royal families' ownership represent the change in the level of ownership by sovereign wealth funds and royal fa
respectively. Change in Bailed out companies' ownership is the change in the level of ownership by bailed out firms anc
subsidiaries. Change in Log (assets) is the change in log of the market value of assets in millions of US$. Change in Leverage
change in the ratio of the book value of debt to the book value of assets. Sales growth is the percentage sales growth computed
change in current period sales divided by the sales in the previous period. Change in ROA is the change in the return on .
calculated as [EBIT / total assets]. Change in Quick ratio equals the change in [(cash+cash equivalents+receivables)/ current liab
Change in Cap. expenditure refers to the change in the firm's funds used to acquire or upgrade its physical assets. Change in E:
finance is calculated for all companies as the change in capital expenditures minus cash holdings divided by capital expend
Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in year t and zero otherwise. GDP grow
Change in log (GDP per capita constant 2000 US$) are from the World Bank's WDI database. Civil Law dummy takes a value of o
country has a civil law system and zero if a country has a common law system. Financial structure equals one if a country has a
based system and is equal to zero if a country has a market-based system. The models are based on a sample that excludes |
diversified financials, and real estate firms. The presented models use one year lags of all explanatory variables except for the cha
ownership variables, which are recorded, as a change, during the corresponding year but before the release of the change in the
scores. The values in parentheses are t-statistics based on standard errors that are clustered by firms. *, **, and *** indicate signifi
at the 10%, 5%, and 1% levels, respectively.

Without Banks, Div. Financials, and Real Estate
Model | Model Il Model Il Model IV Model V. Model VI Model VII Model VIII
Change in Government 4.138** 4.131**
pension funds'
ownership (2.11) (2.11)
Change in Sovereign 4.984* 5.020*
wealth funds'
ownership (1.68) (1.69)
Change in Royal 59.650* 59.758*
families' ownership (1.92) (1.93)
Change in Bailed out 0.363 0.365
companies' ownership (0.73) (0.73)
Change in Log (assets) -7.038** -7.066** -4.857 -4.944 -5.182 -5.263 -4.935 -5.014
(-2.00) (-2.01) (-1.52) (-1.55) (-1.60) (-1.62) (-1.54) (-1.56)
Change in Leverage -6.186 -6.181 -5.317 -5.307 -5.144 -5.134 -5.276 -5.267
(-1.59) (-1.59) (-1.35) (-1.34) (-1.30) (-1.30) (-1.34) (-1.34)
Sales growth 0.018 0.019 0.017 0.017 0.009 0.009 0.010 0.011
(0.41) (0.41) (0.37) (0.38) (0.20) (0.21) (0.23) (0.24)
Change in ROA 0.008 0.008 0.066 0.066 0.059 0.059 0.064 0.063
(0.09) (0.09) (0.80) (0.79) 0.72) (0.71) 0.77) (0.77)
Change in Quick ratio -7.861** -7.854** -7.767* -7.746** -7.784** -7.765** -7.756** -7.737**
(-2.47) (-2.46) (-2.37) (-2.36) (-2.38) (-2.37) (-2.37) (-2.36)
Change in Cap. 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001**
expenditure (2.42) (2.41) (2.24) (2.24) (2.24) (2.23) (2.18) (2.17)
Change in External -0.188***  -0.188***  -0.190***  -0.190***  -0.191***  -0.191*** -0.192*** -0.192%**
Finance (-5.22) (-5.21) (-5.32) (-5.33) (-5.62) (-5.62) (-5.61) (-5.62)
Dividend dummy 0.510 0.463 0.499 0.364 0.757 0.635 0.528 0.407
(0.47) (0.41) (0.44) (0.31) (0.66) (0.54) (0.46) (0.34)
2.227 2.275 2.312 2.449 2.295 2.420 2.309 2.431
GDP growth (1.39) (1.45) (1.40) (153) (1.38) (1.50) (1.41) (153)
Change in Log (GDP 109.815 104.602 108.891 94.132 109.636 96.123 107.579 94.355
per capita) (0.56) (0.53) (0.55) (0.48) (0.55) (0.48) (0.55) (0.48)
. . 2.781* 2.645 2.808* 2.423 2.861* 2.508 2.828* 2.484
Financial structure (1.74) (1.33) (1.82) (1.27) (1.84) (1.31) (1.84) (1.31)
Civil law dummy 0.283 0.800 0.733 0.716
(0.20) (0.58) (0.53) (0.52)
Intercept -5.522** -5.648** -6.034** -6.388** -6.135** -6.460** -5.990** -6.307**
(-2.10) (-2.35) (-2.30) (-2.60) (-2.31) (-2.61) (-2.29) (-2.58)
Year dummies no no no no no no no no
Industry dummies no no no no no no no no
Country dummies no no no no no no no no
Observations 482 482 482 482 482 482 482 482
R-squared 0.07 0.07 0.06 0.06 0.06 0.06 0.06 0.06
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Table 9.
Propensity Score Matching and Multivariate Analysis of Privatization and
Corporate Governance

This table presents Propensity Score Matching and OLS regression results using the propensity score.
Propensity Score Matching is performed on the Privatization Dummy using Log (assets), Sales growth,
ROA, External finance, Log (GDP per capita), and Civil Law dummy variables. ATT identifies the
average effect of treatment on the treated for privatized and non-privatized companies. In the
multivariate regression using the propensity score, the dependent variable is the ISS corporate
governance quotient, and the explanatory variables follow. Firm data are from Thomson Worldscope.
Privatization dummy is a dummy variable that equals one if a firm has been privatized and zero
otherwise. Pscore is the propensity score from the matching procedure that was performed. DPscore
bar is the interaction of the privatization dummy and the difference between the Pscore and the mean
value of the Pscore. Leverage is the ratio of the book value of debt to the book value of assets.
Dividend dummy is a dummy variable that takes a value of one if a firm paid dividends in year t and
zero otherwise. GDP growth is from the World Bank's WDI database. Financial structure equals one if a
country has a bank-based system and is equal to zero if a country has a market-based system. The
four PS Models use one year lags of the explanatory variables. PS Model 1 and 2 regressions are
based on the whole sample, and PS Model 3 and 4 regressions are based on a sample that excludes
banks, diversified financials, and real estate firms. By including Pscore bar in the regressions, PS Model
2 and 4 account for the heterogeneity in the effect due to the interaction between the privatization
dummy and the X matrix of explanatory variables. The values in parentheses are t-statistics based on
standard errors that are clustered by firms. *, ** and *** indicate significance at the 10%, 5%, and 1%
levels, respectively.

Propensity Score Matching
Mean
Variable Observations Privatized | Non-privatized Difference (ATT)

CGQ 557 29.68 25.342 4,338
(2.68)

Propensity Score Matching Without Banks & Financials
Mean
Variable Observations ‘ Privatized | Non-privatized ‘ Difference (ATT)

CGQ 538 29.691 25.724 3.967%
(2.15)

Multivariate Analysis of Privatization and Corporate Governance using the
Propensity Score
Without Financials

PS Model 1 PS Model 2 PS Model 3 PS Model 4
Privatization dummy 1732 3.202% 1.895 3.331m
(1.67) (3.03) (1.79) (2.99)
Pscore 35.023%** 40.035*** 35.396*** 39.523%**
(9.04) (9.42) (9.28) (9.37)
DPscore bar 'l?élgi;** '1(4'2222;**
4.107** 3.763** 4.346** 4.045**
Leverage (2.56) (2.36) (2.51) (2.34)

.- 0.692 0.583 0.160 0.066

Dividend dummy (0.81) (0.69) (0.18) (0.08)
5.506*** 5.548** 5.628*** 5.585%**
GDP growth (12.62) (12.46) (12.42) (12.29)

. . -13.442%** -13.146*** -13.590*** -13.242%**
Financial structure (-3.54) (-3.52) (-3.54) (-3.50)
Intercept -14.039*** -14.767*** -4.440 -5.164

(-3.61) (-3.77) (-1.09) (-1.25)
Year dummies yes yes yes yes
Industry dummies yes yes yes yes
Country dummies yes yes yes yes
Observations 3827 3827 3542 3542
R-squared 0.70 0.70 0.70 0.70
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