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Abstract

In this study I explore the relationship between productivity, exporting and

corporate governance. In particular, I test whether exporting �rms di¤er from

non-exporting �rms in terms of corporate governance structure. For this pur-

pose, I use an unbalanced panel of the Ukrainian publicly listed �rms. I look

at one of the aspects of the corporate governance, namely, supervisory board

functioning. Using �rms�productivity as a measure of �rm performance I �nd

that better governed �rms seem to perform better. Furthermore, exporting �rms

have better corporate governance than non-exporting �rms suggesting that this

might be the channel of the superior performance of exporting �rms found in

numerous �rm-level studies.
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1 Introduction

Corporate governance is attracting increasing attention in the light of the recent global

crisis. The corporate government system is a broad concept of principles of the orga-

nization and management of a company. In general, corporate governance system can

be divided into four main blocks (Van Ees et al., 2003): (1) investor protection, which

depends primarily on the institutional environment in a country. The degree of the

investor protection di¤ers across countries; (2) ownership concentration, which is often

observed in the developing countries and transition countries (3) market settings, in

particular whether the takeovers are possible and likely in case of poor performance.

And �nally (4) the last block deals with the structure and features of the board(s) of

the companies, which will be studied in the Ukrainian context in this paper.

Generally countries adopt either a one-tier board system (e.g. U.S. and U.K.) or

two-tier system (continental Europe). There is a continuing debate which of the two

systems functions better. The main advantage of the two-tier system is the separation

of supervision and management. However, the system su¤ers also from several weak-

nesses since members of the supervisory board are not directly involved in the strategic

decision-making process and do not get direct information about the condition of the

company. On the other hand, in a one-tier board system there is no information asym-

metry among board members but the control over the management is much weaker

since a unique board has to make decisions and at the same time supervise if these

decisions are in line with the shareholders�interests (Jungmann, 2006).

Some transition economies, including Ukraine, adopted a two-tier system where in

addition to an executive board there is a separate board, called a supervisory board.

The composition of the board may vary; however, the main objective of the supervisory

board is to represent the interests of the stockholders of a company. Pugliese, A. et

al. (2009) present an extensive survey of both theoretical and empirical literature on

how structure and functioning of the boards are translated into �rms�strategies.

Availability of �rm-level data and managerial surveys allowed researcher empiri-

cally investigate the relationship between corporate governance. Since corporate rep-

resents a broad concept there is no unique indicator that can be used to measure the

level of corporate governance. For example, Peng (2004) looks at how the presence
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of the outsider directors on the board a¤ects �rm performance. His �nding is that is

depends on how you measure �rm performance: while �nancial performance measured

by return on equity does not seem to be a¤ected, the companies with outside directors

experience higher sales growth.

Bhagat and Bolton (2008) recon�rm this �nding in a cross-country study where

they �nd no relationship between corporate governance measures and future stock

market performance of �rms.

Several papers look at the determinants of �rm performance in Ukraine. Zheka

(2006) studies the relationship between corporate governance quality and enterprise

performance and �nds that the causality runs from corporate governance to �rm per-

formance with better governed �rms outperforming other �rms. In particular, he �nds

that board independence seems to be an important determinant of the �rm perfor-

mance, while separation of powers of CEOs and Board chairman does not seem to

be relevant, at least in Ukraine. Muravyev et al. (2009) focus on the sensitivity of

managerial turnover to the past performance of �rms and other determinants of the

CEO turnover from the corporate governance perspective such as supervisory board

size and the share of the �rm owned by management. They �nd that CEO is often

dismissed in case of poor performance of a �rm in the past; however, supervisory board

size does not seem to be important determinant of the turnover.

Recently a number of empirical papers dealing with corporate governance and in-

ternationalization of �rms have appeared. Filatotchev et al (2008) study the e¤ect

of the corporate governance on the exporting behavior of large �rms in Poland and

Hungary. They concentrate on several aspects of corporate governance such owner-

ship concentration and presence of foreign directors on the board. They show that

these two aspects in�uence �rm performance and exporting decisions via managerial

independence. In particular, concentrated ownership leads to lower managerial inde-

pendence which in turn hinder �rm performance and �rm internationalization while

presence of foreign directors has opposite e¤ect. Lu et al (2009) study interplay of

corporate governance and institutional settings where �rms operate on the exporting.

They also �nd that presence of outside members on the board is positively associated

with probability of exporting (export propensity) and exporting volumes (export in-

tensity) while the e¤ect of ownership concentration is ambiguous. They also �nd that
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the e¤ect of the former is stronger in better institutional environments.

In this paper I study the interplay of corporate governance, exporting and �rm

performance. I concentrate on the fourth block of corporate governance, namely su-

pervisory board. In the next section I formulate research hypotheses which are tested

empirically using the dataset described in Section 3. The methodology and results are

presented in sections 4 and 5, respectively.

2 Theoretical background

The concept of corporate governance in economics heavily relies on agency theory

which in turn originated from the models of risk sharing among economic agents

(Eisenhardt, 1989). In particular, agency theory extended previous theory by adding

the notion of the contracting parties with con�icting interests (Alchian and H. Demsetz

(1972) and Jensen and W. H. Meckling (1976) among the most important contribu-

tions). In their seminal paper Jensen and Meckling (1976) de�ne an agency relation-

ship as a contract under which one or more principals delegate work to a third person.

Agency costs would arise since it is costly for the principal (1) to monitor agent�s

performance (2) to �bribe� the agent to ensure that the latter does not engage in

counterproductive activities and (3) incur welfare losses caused by agent�s decisions

that do not fully maximize the welfare of the principal (residual loss).

In this paper, I will concentrate on the �rst component of the agency costs re-

lated to monitoring by the residual claimant. Principal-agent relationships prevail in

very widespread situations of every day economic co-operation: for example, between

employer and employees or owner(s) and manager(s). In the latter case, the owner

is the residual claimant ad often cannot completely observe actions of the manager.

In addition, principal�s welfare depends not only on the manager�s e¤ort, but also

on some exogenous factors�what theory refers to as states of nature�as well. Given

this exogenous uncertainty the owner cannot separate low e¤ort from bad luck when

observing the �nal results (�rm�s pro�ts, for example). Hence, the principal (residual

claimant) needs to monitor the agent�s e¤orts to have enough information to verify

agent�s performance. In this case, the agent is less likely to engage in pro�t-diverting

activities (Fama and Jensen (1983).
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Moreover, in many publicly listed companies, residual claims are di¤used among

many shareholders. Since the stakes of the majority of the shareholders often are not

large and information collection for monitoring is costly, the residual claimants do

have incentive to directly oversee the management. Instead, it is common to delegate

this task to a speci�c unit� board of directors. Generally countries adopt either a

one-tier board system (e.g. U.S. and U.K.) or two-tier system (continental Europe).

In two-tier system there are two separate boards: executive board and supervisory

board. The main advantage of the two-tier system adopted in Ukraine as well is the

separation of supervision and management. However, the system may su¤er also from

several weaknesses since members of the supervisory board are not directly involved

in the strategic decision-making process and do not get direct information about the

condition of the company.

In general, supervisory boards ful�ll several important functions. First, they over-

see the management (executive board). Second, the supervisory boards review the

overall strategy for the company. Third, in some countries supervisory boards also

approve annual budgets and long-term programs for company development.

If supervisory board is functioning e¢ ciently it can be expected that mere presence

of a supervisory board can have positive e¤ect on �rm performance. The word if is

crucial in this context since it is not just de jure voting right which determines the

signi�cance of owners power but instead the frequency with which voting is transmitted

into decisive changes in the company (Alchian and H. Demsetz, 1972). This crucially

depends on the scope of tasks and powers that supervisory board has and on how well

the work of the supervisory board organized de facto.

Internationalized �rms operate in more uncertain and vivid environment than do-

mestic �rms. Hence, the managers, on the one hand, need to have discretion to quickly

adjust to changing condition in the external markets. However, given this uncertainty,

the outcome of the performance cannot be fully observable and cannot fully re�ect the

degree of the managers�e¤ort making monitoring important.
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3 Research Hypotheses

Agency theory allows formulating several testable hypotheses with regard to perfor-

mance of publicly listed �rms.

Hypothesis 1: Better corporate governance is associated with better �rm perfor-

mance.

Managers often have incentives to engage in activities that bene�t them directly

and may be bene�cial in the short run for the company these activities may hamper

long-term sustainable value of the company. For example, according to a survey of the

top executives, the managers stated that they would delay starting a new project, even

if the project is expected to create long-term value for the company (Graham, Harvey,

and Rajgopal, 2006). Since the agency problems are quite prevalent in the world,

companies which can successfully deal with them through better system of corporate

governance would perform better and be more productive.

Hypothesis 2: International �rms and domestically sold �rms have di¤erent cor-

porate governance structure.

Exporting �rms operate in di¤erent institutional environments, it is reasonable to

hypothesize that two types of �rms may di¤er in terms of corporate governance. In

particular, size, composition of supervisory board and board members remuneration

may vary across two types of �rms (Van Ees et al., 2003).

Hypothesis 3: Better corporate governance is a one of the channels for superior

performance of exporting �rms.

Recent international trade theory pioneered byMelitz (2003) stresses the di¤erences

in performance between internationalized �rms and domestically operating �rms. In

particular, only the most productive �rms will export due to the existence of the

exporting �xed costs. A vast number of empirical studies have recon�rmed this theory

implication. Bernard et al. (2011) gives the most recent review of the existing studies.

Many studies try to establish the exact channel why exporters may outperform non-

exporters, among the plausible channels there are learning-by-doing (Delgado, Farinas

and Ruano (2002), di¤erences in workers composition (Castellani and Giovanetti, 2010)

and others. If hypothesis 2 is correct then corporate governance can be another channel

via which exporting �rms have better performance.
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4 Data

The dataset used is assembled from the publicly available annual reports of the open

joint stock companies. The advantage of this dataset is that it covers a substantial

amount of �rm-related information, including ownership, output, stock of capital,

credit position, among other indicators. The dataset covers the period 2000-2006

which was characterized by growth in the volume of manufacturing output, exports

and real GDP, with exports contributing a signi�cant share of the GDP growth. The

dataset is an unbalanced panel of 1,665 manufacturing enterprises. In total, there are

more than 11600 observations.

The majority of the enterprises are relatively large and old, since joint stock com-

panies were created on the basis of the existing enterprises previously owned by the

state.

Given the above and the fact that �rm size is positively associated with exporting,

exporters are overrepresented in this sample and constitute around 40 per cent of all

�rms with average shipments abroad being around 15 per cent of total sales. Ex-

port volumes to the former Soviet Union (FSU) countries are, on average, higher than

exports to other countries; however, there seems to be a gradual shift in the export

orientation of Ukraine towards the latter, which is also documented at the macroeco-

nomic level (WB 2005). Twenty-�ve per cent of the �rms imported raw materials in

the period under consideration. Around 50 per cent of all �rms were both importing

raw materials and exporting �nal output.

Corporate governance data have been collected separately from the same source.

Unfortunately, the data on corporate governance are available for 2003-2006 only and

for a smaller number of the �rms. This reduces the sample size to around 4000 obser-

vations but allows preserving the panel structure of the data. Corporate governance

data include information on the availability of a supervisory board, frequency of board

meetings and scope for board decisions. More detailed information on how corporate

governance variables are constructed is presented in the next section.
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5 Empirical strategy

In order to evaluate �rm performance I will use total factor productivity which is

estimated utilizing the methodology developed by Olley and Pakes (1996) originally

applied to telecommunication industry in the U.S. This methodology has been widely

used in the numerous �rm-level studies (see Bernard, A. and J.B. Jensen, S. J. Redding,

P. K. Schott (2011) for an overview).

Hypothesis 1 can be represented by the following:

Performance = f(quality of corporate governance, Xs)

I postulate that �rm performance measured as total factor productivity will depend

on the quality of corporate governance in particular, on supervisory board availability

and on how e¤ective the board is in ful�lling its functions as well as a set of �rms and

industry characteristics.

In order to construct corporate governance variables I use information from the

�rm�s reports related to functioning of supervisory boards.

First variable is a binary variable taking on value one if a company has a supervisory

board and 0 otherwise.

Second variable is number of meeting held by the supervisory board during the

last three years. In order to e¤ectively monitor management the supervisory board

members need to communicate with each other hence it is expected that more meetings,

ceteris paribus, is associated with a better governance practice at a particular �rm.

Third variable is a categorical variable showing strategic involvement of the super-

visory board, in other words the strengh of board�s powers. This variable is constructed

in the following way. A company gets one point for each of the functions that belong to

its supervisory board according to the company�s statute: (1) strategy determination

(2) (3) approval of annual �nancial report and budget; (4) election and dissmisal of the

head of executive board; (5) election and dissmisal of the members of executive board

and (6) determination of the executive board remuneration .Hence the maximum and

minimum value that this variable can take is 6 and 0, respectively. Summary statistics

for corporate governance variables is presented in the table below.
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Table 1. Summary statistics for corporate governance variables

Variable Obs Mean SD Min Max

SB presence 4372 0.765 0.424 0 1

# of SB meetings in the last three years 4107 5.079 6.198 0 70

SB strengh 4372 1.416 1.648 0 6

To evaluate the e¤ect of the corporate governance on �rm performance I use pooled

OLS and random e¤ect GLS given to account for potential. In order to control for

other factors that may in�uence �rm�s productivity I use a number of controls found

to a¤ect �rm performance, including past productivity, ownership variables as well as

an export status dummy variable. Also to control for industry di¤erences and time

trend respective dummies are included.

In order to test hypothesis 2 I use simple means test on the corporate governance

variables.

Hypothesis 3 remains to be tested formally, however, as a preliminary test a de-

crease in the coe¢ cient on export status once the corporate governance variable is

included should be viewed as indirect con�rmation of the hypothesis.

6 (Preliminary) Results

The preliminary results seem to con�rm the �rst two hypotheses. Tables 2a and 2b

present �ndings on the e¤ect of corporate governance on �rm performance for OLS

and random e¤ect GLS, respectively. The statistical results for variables of interest

are comparable While having a supervisory board does not seem to matter, the ef-

fectiveness of the supervisory board measured by the number of meetings held seems

to be positively associated with the total factor productivity even controlling for past

performance and export status. One of the possible problems encountered in similar

studies is potential endogeneity between level of corporate governance and �rm per-

formance. Since in this case the corporate governance variable refers to the preceding

three years this problem is less severe; however, it deserves further investigation. The

third corporate governance showing how wide responsibilities of the supervisory board
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are is not signi�cant. Since the powers of the board are de�ned de jure (in the statute),

having many powers in the statute may not be always translated into board�s de facto

strength.

The last column in Table 2b shows how results change when no corporate gover-

nance variables are included when �xed e¤ect GLS is run.1 The coe¢ cient on export

status does increases comparing to all columns (1), (2) and (3), which can be very

cautiously considered as a weak evidence that better corporate governance may be a

one of possible channels of the superior performance of the exporting �rms found in

the literature.

Tables 3 to 5 present results con�rming Hypothesis 2 that exporting and non-

exporting �rms di¤er in terms of corporate governance. First, there are statistically

signi�cantly more �rms with supervisory boards among the exporting �rms than non-

exporting �rms. Second, supervisory boards at internationalized �rms seem to operate

more e¢ ciently: they hold statistically signi�cantly more meetings. And third, the

exporting �rms have legally stronger supervisory boards with a wider range of areas

where board members have a say.

1OLS produces similar results: coe¢ cient on exporting increases
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Table 2a. Corporate governance and �rm performance, pooled OLS

(1) (2) (3)

VARIABLES TFP TFP TFP

SB is present -0.024

(0.031)

Exporter dummy 0.163*** 0.161*** 0.163***

(0.030) (0.031) (0.030)

Past productivity 0.789*** 0.784*** 0.789***

(0.018) (0.019) (0.018)

Firm�s age -0.000 -0.000 -0.000

(0.000) (0.000) (0.000)

Foreign share 0.002*** 0.001** 0.002***

(0.001) (0.001) (0.001)

State share 0.000 0.000 0.000

(0.001) (0.001) (0.001)

Management share 0.000 0.001 0.000

(0.001) (0.001) (0.001)

No of SB meetings 0.008***

(0.002)

SB strength -0.002

(0.007)

Constant 0.870*** 0.808*** 0.854***

(0.092) (0.089) (0.089)

Observations 3,269 3,095 3,269

R-squared 0.781 0.781 0.781

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Industry and year dummies are included
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Table 2a. Corporate governance and �rm performance, panel RE GLS

(1) (2) (3) (4)

VARIABLES TFP TFP TFP TFP

SB is present -0.013

(0.039)

Exporter dummy 0.261*** 0.260*** 0.260*** 0.270***

(0.039) (0.040) (0.039) (0.040)

Past productivity 0.623*** 0.615*** 0.623*** 0.619***

(0.022) (0.024) (0.022) (0.024)

Firm�s age 0.000 0.000 0.000 0.000

(0.001) (0.001) (0.001) (0.001)

Foreign share 0.003*** 0.002*** 0.003*** 0.003***

(0.001) (0.001) (0.001) (0.001)

State share 0.000 0.001 0.000 0.000

(0.001) (0.001) (0.001) (0.001)

Management share 0.001 0.001 0.001 0.000

(0.001) (0.001) (0.001) (0.001)

No of SB meetings 0.009***

(0.002)

SB strength -0.000

(0.010)

Constant 1.403*** 1.529*** 1.546*** 1.569***

(0.125) (0.135) (0.131) (0.136)

Observations 3,269 3,095 3,269 3,095

Number of �rms 1,155 1,138 1,155 1,138

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Industry and year dummies are included
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Table 3. Di¤erences between exporters and non-exporters: existence of SB

Obs % tstat pvalue

Nonexporters 2333 73.46%

Exporters 1750 82.63%

diff =% of nonexporter having SB – % of exporters having SB

Ho: diff = 0 6.9650 0.0000

Table 4. Di¤erences between exporters and non-exporters: # of SB meetings

Obs # of SB meetings tstat pvalue

Nonexporters 1706 5.16

Exporters 1441 7.59

diff =# of SB meetings (nonexporters) – # of SB meetings (exporters)

Ho: diff = 0 10.8370 0.0000

Table 5. Di¤erences between exporters and non-exporters: SB strength

Obs SB strength tstat pvalue

Nonexporters 1714 1.60

Exporters 1446 2.13

diff = SB strength (nonexporters) – SB strength (exporters)

Ho: diff = 0 8.9144 0.0000

13



References

[1] Alchian, A. A. and H. Demsetz (1972), �Production, Information Costs and Eco-

nomic Organization�, American Economic Review 62(5): 777-795.

[2] Bernard, A. and J.B. Jensen (1999), "Exceptional Exporter Performance: Cause,

E¤ect or Both?", Journal of International Economics 47: 1-25

[3] Bernard, A. and J.B. Jensen, S. J. Redding, P. K. Schott (2011) �The Empirics

of Firm Heterogeneity and International Trade�, NBER Working paper #17627

[4] Bhagat S. and B. Bolton (2008), �Corporate Governance and Firm Performance�,

Journal of Corporate Finance 14: 257�273

[5] Castellani D. and G. Giovannetti, 2010. "Productivity and the International Firm:

Dissecting Heterogeneity," Journal of Economic Policy Reform, Taylor and Francis

Journals 13(1): 25-42.

[6] Delgado, M., Farinas, J. and S. Ruano (2002), "Firm Productivity and Export

Markets: A Non-Parametric Approach", Journal of International Economics 57:

397-422

[7] Eisenhardt, K.M. (1989), �Agency Theory: An Assessment and Review�, Acad-

emy of Management Review 14(1): 57-74

[8] Fama E.F. and M.C. Jensen (1983), �Separation of Ownership and Control�,

Journal of Law and Economics 26: 301-325

[9] Filatotchev, I., N. Isachenkova and T. Mickiewicz (2006), �Corporate Gover-

nance, Manager�s Independence, Exporting and Performance of Firms in Transi-

tion Economies�, William Davidson Institute Working paper No 805.

[10] Graham, J.R., C. Harvey and S. Rajgopal (2006), �Value Destruction and Finan-

cial Reporting Decisions�, Financial Analysts Journal 62: 27-39.

[11] Jensen, M.C. and William H. Meckling (1976), �Theory of the Firm: Managerial

Behavior, Agency Costs and Ownership Structure�, Journal of Financial Eco-

nomics 3(4): 305-360.

14



[12] Jungmann, C. (2006), �The E¤ectiveness of Corporate Governance in One-tier

and Two-tier Board Systems: Evidence from the UK and Germany�, European

Company and Financial Law Review 3(4): 426�474.

[13] Lu J, B. Xu and X. Lui (2009), « The E¤ects if Corporate Governance and

Institutional Environments on Export Behaviour in Emerging Economies: Case

of China�, Management International Review 49: 455-478.

[14] Melitz, M.J. (2003), "The Impact of Trade on Intra-Industry Reallocations and

Aggregate Industry Productivity" Econometrica 71: 695-1725.

[15] Muravyev, A., Talavera, O., Bilyk O. and B. Grechaniuk (2009), �Firm Perfor-

mance and Managerial Turnover: The Case of Ukraine�, IZA Discussion Paper

No. 4372

[16] Olley, S. and A. Pakes (1996), "The Dynamics of Productivity in the Telecom-

munications Equipment Industry ", Econometrica 64: 1263-1297.

[17] Peng, M. W.(2004), �Outside Directors and Firm Performance during Institu-

tional Transitions�, Strategic Management Journal 25(5): 453�471.

[18] Pugliese, A. et al. (2009) �Boards of directors�contribution to strategy: A litera-

ture review and research agenda�, Journal of Corporate Governance 17: 292-306.

[19] Van Ees, H., Theo J.B.M. Postma and Elmer Sterken (2003), �Board Character-

istics and Corporate Performance in the Netherlands", Eastern Economic Journal

29(1): 41-58.

[20] World Bank (2005), "Ukraine Trade Policy Study", Report No. 29684.

[21] Zheka, Vitaliy (2006), �Corporate Governance and Firm Performance in Ukraine�.

CERT Discussion Paper 2006/05Bernard, A. and J.B. Jensen (1999), "Excep-

tional Exporter Performance: Cause, E¤ect or Both?", Journal of International

Economics, 47: 1-25

15


