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COURSE DESCRIPTION AND OBJECTIVES

Understanding corporate governance systems and practices is increasingly important in the wake of
the recent corporate scandals and failures worldwide, including the U.S., and the financial crises of
1997-1998 and 2007-2008. Corporate governance relates to the mechanisms that reduce agency
problems in a corporation, and ensures that providers of resources to the corporation obtain a return
on their investments. This course aims to provide students with a thorough understanding of the
effectiveness of various corporate governance mechanisms in an international setting. In particular,
we will examine two types of governance mechanisms: internal and external. Internal mechanisms
include ownership structure, board of directors, and executive compensation. External mechanisms
include legal institutions, securities regulation, takeover markets, and accounting and transparency
standards. The interactions between these mechanisms, and their impact on firm performance, the
cost of capital, and financial and economic development will also be analyzed. Finally, we will discuss
the differences among the various corporate governance systems (e.g., Anglo-American, Continental
European, German, and Japanese) and the convergence in international corporate governance
practices.

After completing this course, you should know:

» The separation of ownership and control in modern corporations and the resulting
agency conflicts;

* The importance of corporate governance to corporations;

* Corporate ownership patterns around the world, and how they determine the extent
and nature of corporate governance problems;

» The various mechanisms of corporate governance, especially ownership structure and
shareholder activism, the board of directors, executive compensation, accounting
transparency and auditor quality, the legal system, government regulations, and the
corporate takeover market;

* How these corporate governance mechanisms function, interact and relate to firm
value and its cost of capital;



= How legal institutions protecting investors vary across countries, and how they affect
cross-country differences in corporate governance;

* How cross-country institutional differences affect the effectiveness of corporate
governance mechanisms.

READINGS AND COURSE MATERIALS
The lectures will be based on several sources as no single textbook comprehensively covers all the
material in this course.

* Kim, K.A, Nofsinger, ].R., and D.J. Mohr, Corporate Governance, Pearson Prentice Hall, 2009.
KNM (REQUIRED TEXT)

* Denis, D.K,, 2001, Twenty-five Years of Corporate Governance Research ... and Counting,
Review of Financial Economics 10, 191-212.

* Denis, D.K. and ].J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36.

* Shleifer, A. and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783.

These references will be supplemented by relevant research papers and articles from academic and
practioners journals, which will be available through the course website.

METHOD OF INSTRUCTION AND COURSE REQUIREMENTS

The course essentially consists of lectures by the instructor and presentations of key academic articles
by the instructor and the students. Although all course material is posted on the course webpage on
Blackboard, students are expected to attend each class regularly and punctually, and actively
participate in class activities. Much of the in-class activities involve articles presentations and hence
require your presence. According to the University student attendance policy, absence from more
than 10 percent of the scheduled class sessions, whether excused or unexcused, is excessive.
Excessive tardiness and absence will lower significantly. your participation grade, affect your final
grade, and will be reported to the administration. If for some legitimate reasons you were to be late or
had to leave class early, you should let me know in advance. Studends who expect excessive absences
due to participation in University-sponsored events are requested to meet with me early in the
semester. More details on the University attendance policy can be found at
http://bulletin.sc.edw/content.php?catoid=10&navoid=1781.

Moreover, to be efficiently involved in these activities and to maximize your learning from the course,
it is necessary that you prepare the assigned readings before each class. To ensure an adequate
learning environment, make sure that your cell phone and other electronic devices are OFF during
the class. Eating is absolutely prohibited in class. More generally, all students are expected to be
punctual, attentive to the lectures and class discussions, and respectful toward their colleagues and
the instructor.



COURSE GRADING

The final grade in the course will be based on the following scheme:

Participation 10%
Presentation 20%
Group Project 25%
Tests 45%
Total 100%

The above weights apply to all students and do not depend on your partial performance.

Participation: Takes into account the quality of your questions and answers, active participation in
class discussions, and class consistent punctual attendance.

Presentation: Each group of students will present an article on a topic that is covered in class. The
topic will be selected in consultation with the instructor on a first-come first-serve basis. Each
presentation will be followed by class discussion and questions from the audience, and therefore, I
expect every student (in addition to the presenter) to read the assigned paper. The presentation
guidelines will be posted on the course website.

Group Project: The group project consists in describing, evaluating and comparing corporate
governance practices in a set of countries, including the U.S. The governance aspects that will be
analyzed relate to the internal and external corporate governance mechanisms covered in class.
Although firm-level governance data will be made available to the students, the project will involve
assembling firm-level data from various sources, including the World Bank. The analysis should also
cover how major economic reforms such as stock liberalization and privatization influence these
practices and contribute to convergence towards international standards. Note that the project
requires that students will produce descriptive statistics, simple test statistics, and regression
analyses, and therefore I expect that you are able to use Excel and statistical software. Each group will
present the results of their analysis. Additional information on the group project will be posted on the
course webpage.

Tests: There will be three tests during the term that cover text chapters, articles and presentations,
contributing 45% to your final grade. There will be no make-up exam without a valid excuse (medical
or emergency). Further details, including dates, will be announced in class.

The experience shows that class attendance and participation in class discussions, careful attention to
the course material, and preparedness before coming to class will greatly and logically improve your
grades.

UNIVERSITY OF SOUTH CAROLINA POLICIES

It is the instructor’s responsibility to ensure compliance with the University of South Carolina Honor
Code and to report any violation observed.

Excerpts from the Honor Code indicate:

It is the responsibility of every student at the University of South Carolina Columbia to adhere
steadfastly to truthfulness and to avoid dishonesty, fraud, or deceit of any type in connection with
any academic program. Any student who violates this Honor Code or who knowingly assists another
to violate this Honor Code shall be subject to discipline. All forms of academic dishonesty are



prohibited. These include cheating, plagiarism, lying in academic matters, fraud, bribery,
unauthorized access to tests and examinations.

This Honor Code is intended to prohibit all forms of academic dishonesty and should be interpreted
broadly to carry out that purpose. The following examples illustrate conduct that violates this Honor
Code, but this list is not intended to be an exhaustive compilation of conduct prohibited by the Honor
Code:

1. Giving or receiving unauthorized assistance, or attempting to give or receive such assistance,
in connection with the performance of any academic work.

2. Unauthorized use of materials or information of any type or the unauthorized use of any
electronic or mechanical device in connection with the completion of any academic work.

3. Access to the contents of any test or examination or the purchase, sale, or theft of any test or
examination prior to its administration.

4. Use of another person’s work or ideas without proper acknowledgment of source. )

5. Intentional misrepresentation by word or action of any situation of fact, or intentional
omission of material fact, so as to mislead any person in connection with any academic work
(including, without limitation, the scheduling, completion, performance, or submission of any
such work).

6. Offering or giving any favor or thing of value for the purpose of influencing improperly a
grade or other evaluation of a student in an academic program.

7. Conduct intended to interfere with an instructor’s ability to evaluate accurately a student’s
competency or performance in an academic program.

Whenever a student is uncertain as to whether conduct would violate this Honor Code, it is the
responsibility of the student to seek clarification from the appropriate faculty member or instructor of
record prior to engaging in such conduct.

For more information regarding the University of South Carolina policies related to academic
integrity is available on the Internet at: http://www.sc.edu/academicintegrity/




TENTATIVE COURSE SCHEDULE

The following presents a tentative outline of topics that will be covered. Some topics will be covered
more in-depth than others depending on time constraints and the progress of the class. Any changes
will be previously announced and posted on the course website. Make sure to check the section
“ Announcements” on the course website before every class!

Topic 1: Corporation and Corporate Governance: An Overview

KNM, Chapter1

Topic 2: Theoretical Foundation of Corporate Governance: The Agency Theory

Denis, D. K., 2001, Twenty-five Years of Corporate Governance Research ... and Counting,
Review of Financial Economics 10, 191-212. Pages: 192-197.

Shleifer, A. and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783. Pages: 737-745.

Topic 3: The Internal and External Mechanisms of Corporate Governance

Denis, D. K., 2001, Twenty-five Years of Corporate Governance Research ... and Counting,
Review of Financial Economics 10, 191-212. Pages: 197-207.

Denis, D. K. and J. J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 1-5.

Shleifer, A., and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783. Pages: 748-750.

Topic 4: Ownership and Control

KNM, Chapter 7

Denis, D.K. and J.J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 9-19 and 24-26.

Shleifer, A., and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783. Pages: 748-750. Pages: 753-761.

Attig, N., S. W. Cleary, S. El Ghoul and O. Guedhami, 2010, Institutional Investment Horizon,
Corporate Governance, and the Cost of Equity Capital, Working paper, University of South
Carolina. (SP)

Attig, N., O. Guedhami and D. Mishra, 2008, Multiple Large Shareholders, Control Contests,
and Implied Cost of Equity, Journal of Corporate Finance 14, 721-737. (SP)

Becht, M. and A. Réell, 1999, Blockholdings in Europe: An International Comparison, European
Economic Review 43, 1049-1056.

Boubakri, N., J.-C. Cosset and O. Guedhami, 2005, Postprivatization Corporate Governance:
The Role of Ownership Structure and Investor Protection, Journal of Financial Economics 76,
369-399.

Boubakri, N., O. Guedhami and D. Mishra, 2010, Family Control and the Implied Cost of
Equity: Evidence before and After the Asian Financial Crisis, Journal of International Business
Studies 41, 451-474. (SP)



Guedhami, O. and D. Mishra, 2009, Excess Control, Corporate Governance, and Implied Cost
of Equity: International Evidence, Financial Review 44, 489-524.

La Porta, R., F. Lopez-De-Silanes and A. Shleifer, 1999, Corporate Ownership around the
World, Journal of Finance 54, 471-517.

(SP) Student Presentations

Topic 5: The Board of Directors

KNM, Chapter 4

Denis, D. K., 2001, Twenty-five Years of Corporate Governance Research....and Counting,
Review of Financial Economics 10, 191-212. Pages: 199-201.

Denis, D.K. and ].J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 6-8.

Boone, A. L., L. C. Field, J. M. Karpoff and C. G. Raheja, 2007, The Determinants of Corporate
Board Size and Composition: An empirical Analysis, Journal of Financial Economics 85, 66-101.
(SP)

Coles, J., Daniel, N. and & L. Naveen, 2008, Boards: Does One Size Fit All, Journal of Financial
Economics 87, 329-356. (SP)

Fich, E. M. and A. Shivdasani, 2006, Are Busy Boards Effective Monitors?, Journal of Finance 61,
689-724

{(SP) Student Presentations

Topic 6: Executive Compensation

KNM, Chapter 2

Denis, D. K. and J.J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 8-9.

Bebchuk, L. A. and J. M. Fried, 2003, Executive Compensation as an Agency Problem, Journal
of Economic Perspectives 17, 71-92.

Bryan, S. H., R. C. Nash and A. Patel, 2010, Law and Executive Compensation: How Legal
System Affects the Equity Mix in Executive Compensation, Financial Management 39, 393-418.
(SF)

Core, J. E, W. R. Guay and D. F. Larcker, 2003, Executive Equity Compensation and
Incentives: A Survey, Economic Policy Review - Federal Reserve Bank of New York 9, 27-50.

Tosi, H. L. and T. Greckhamer, 2004, Culture and CEO Compensation, Organization Science 15,
657-670. (SP) '

(SP) Student Presentations

Topic 7: Legal Protection and its Consequences

Denis, D. K. and ].]. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 20-24.

La Porta, R., F. Lopez-de-Silanes, A. Shleifer, and R. W. Vishny, 1998, Law and Finance, Journal
of Political Economy 107, 1113-1155. Pages: 1117-1151.

Shleifer, A., and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783. Pages: 748-750. Pages: 750-753.
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Guedhami, O. and J. A. Pittman, 2006, Ownership Concentration in Privatized Firms: The Role
of Disclosure Standards, Auditor Choice, and Auditing Infrastructure, Journal of Accounting
Research 44, 889-929.

La Porta, R., F. Lopez—de-Silan_es, A. Shleifer, and R. W. Vishny, 2000, Investor Protection and
Corporate Governance, Journal of Financial Economics 58, 3-27. Pages: 6-17.

La Porta, R., F. Lopez-de-Silanes, A. Shleifer, and R. W. Vishny, 2000, Agency Problems and
Dividend Policies around the World, Journal of Finance 55, 1-33.

La Porta, R., F. Lopez-de-Silanes, A. Shleifer, and R. W. Vishny, 2002, Investor Protection and
Corporate Valuation, Journal of Finance 57, 1147-1170. (SP)

{SP) Student Presentation

Topic 8: The Market for Corporate Control

KNM, Chapter 8

Denis, D.K. and ]J.J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 19-20.

Topic 9: Financial Accounting Transparency

KNM, Chapter 3

Bushman, R. M. and A. J. Smith, 2003, Transparency, Financial Accounting Information, and
Corporate Governance, FRBNY Economic Policy Review 9, 65-87.

El Ghoul, S, O. Guedhami, C. Lennox and J. Pittman, 2009, External Versus Internal
Monitoring: Do Western European Firms Rely More on Big Four Audits in the Absence of
Multiple Large Shareholders and Families?, Working paper, University of South Carolina.

El Ghoul, S., O. Guedhami and J. Pittman, 2010, Cross-Country Evidence on the Importance of
Big Four Auditors to Equity Pricing: The Mediating Role of Legal Institutions, Working paper,
University of South Carolina.

Fan, . and T. J. Wong, 2005, Do External Auditors Perform a Corporate Governance Role in
Emerging Markets? Evidence from East Asia, Journal of Accounting Research 43, 35-72. (SP)

Guedhami, O., ]. Pittman and W. Saffar, 2008, Auditor Choice in Privatized Firms: Empirical

Evidence on the Role of State and Foreign Owners, Journal of Accounting and Economics 48, 151-
171.

Francis, J., Khurana, I. K. and R. Pereira, 2005, Disclosure Incentives and Effects on Cost of
Capital around the World, The Accounting Review 80, 1125-1162. (SP)

Hail, L. and C. Leuz, 2006, International Differences in Cost of Equity Capital: Do Legal
Institutions and Securities Regulations Matter? Journal of Accounting Research 44, 485-531.

Lennox, C. and J. Pittman, 2010, Big Five Audits and Accounting Fraud. Contemporary
Accounting Research 27, 209-47.

(SP) Student Presentations




Topic 10: Corporate Social Responsibility

KNM, Chapter 11
Jiao, Y., 2010, Stakeholder Welfare and Firm Value, Journal of Banking and Finance 34, 2549-61.

El Ghoul, O. Guedhami, C. Kwok and D. Mishra, 2010, Does Corporate Social Responsibility
Affect the Cost of Capital?, Working paper, University of South Carolina.

Topic 11: Other External Mechanisms

Desai, M A, A. Dyck and L. Zingales, 2007, Theft and Taxes, Journal of Financial Economics 84,
591-623.

Doidge, C., A. Karolyi, K. Lins, D. Miller and R. Stulz, 2008, Private Benefits of Control,
Ownership, and the Cross-listing Decision, Journal of Finance 64, 425-466.

Dyck, A. and L. Zingales, 2002, The Corporate Governance Role of the Media, in Roumeen
Islam, ed.: The right to tell: The role of the Media in Development (The World Bank,
Washington, DC.)

Guedhami, O. and ]. Pittman, 2008, The Importance of IRS Monitoring to Debt Pricing in
Private Firms, Journal of Financial Economics 90, 38-58.

El Ghoul, S., Guedhami, O. and J. Pittman, 2011, The Role of IRS Monitoring in Equity Pricing
in Public Firms, Contemporary Accounting Research, forthcoming.

Shao, L., Kwok, C. and O. Guedhami, 2010, Dividend Policy: Balancing Shareholders’ and
Creditors’ Interests, Working paper, the University of South Carolina.

Topic 12: Comparative Corporate Governance Systems and Convergence

Denis, D.K. and ].J. McConnell, 2003, International Corporate Governance, Journal of Financial
and Quantitative Analysis 38, 1-36. Pages: 26-29.

Hansmann, H. and R. Kraakman, 2001, The End of History for Corporate Law, Georgetown
Law Journal 89, 439-468.

Shleifer, A. and R. W. Vishny, 1997, A Survey of Corporate Governance, Journal of Finance 52,
737-783. Pages: 769-773. '

Siegel, J., 2005, Can Foreign Firms Bond themselves Effectively by Renting U.S. Securities
Laws? Journal of Financial Economics 75, 319-359.
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